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PREFACE 

This book has been put tpgether from talks given to the writer's 
salesmen. The aim has been to discuss clearly and simply the 
leading classes of investment bonds. 

In trying to cany out this aim, the writer has confined himself 
mostly to a discussion of the factors entering into the intrinsic 
value of such securities. The material available is vast, compli- 
cated, and always changing. At the same time the broad prin- 
ciples which govern the safety of investment bonds are simple and, 
like the laws of nature, forever the same. 

From the point of view of the intrinsic value of American se- 
curities, the Great War in Europe has brought into high relief the 
resources and development of the United States. With the open- 
ing of the Panama Canal, the creation of an adequate merchant 
marine, and the establishment of a new banking system, this 
country should be placed in a position with relation to the business 
and finance of the world which it never has held before. Further- 
more, the United States may become the market for a consider- 
able amount of foreign government securities. It is to-day, of 
course, the principal market for the bonds of its own States, mu- 
nicipalities, and corporations. 

It is hoped that this book may suggest some points of view of 
interest even to seasoned investors. 

The writer wishes to thank Mr. Francis G. Goodale, who has 
done a large part of the legal work — especially in Chapters m, 
IV, V, and VI. The writer wishes also to thank friends who have 
read the manuscript 

W. L. R. 

October 23, 1915. 
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INTRODUCTION 

Investment in bonds is a comparatively modem development. 
It has arisen out of the needs of governments and corporations to 
finance themselves on a scale larger than that pos- iny^gt^jQ^t j^ 
sible from annual tases or annual earnings. Itsdevel- bonds is a 
opment has been connected wi(h the development mod^ 
of banking. 

The banking business, in some form or other, has been carried 
on practically continuously from a period six hundred years be- 
fore the Christian era in Babylon ^ down through The banking 
the periods of Athenian * and Roman • domination bem*^^ on 
of the civilized world, and again through the periods ^^c^T* 
of the rise and development of the Venetian and times 
Florentine States, and the growth and commercial expansion of 
such countries as modem England, France, Germany, and the 
United States. 

As early as the twelfth century, the Republic of Venice obtained 
forced loans from its people. The State paid interest on these 
loans, but deferred payment of the principal to a Early govem- 
time "when the situation of affairs should permit mcnt loans 
it." * Later Venice obtained from its citizens loans secured by the 
revenue from salt and by the income of the treasury for a certain 
number of years. ^ Florence borrowed of its bankers and pledged 
as security certain taxes and other revenues.* 

Government borrowing, by the issue of bonds or other evi- 
dences of debt, assumed a more or less regular form Government 
in France in the time of Francis I^ (1515-47), in France. Eng- 
England with the Revolution of 1688 and the Wars ^tS^stScs 

• The Bankers^ Magazine^ London, August, 1877, pp. 720-21. 

• Madeod, The Theory and Practice of Banking (London, 1892), vol. i, p. 171. 
■ Ihid,y p. 161. 

• Dam, Histoire de la Ripublique de Venise (Paris, 1853), tome i, pp. 146-47. 

• Ibid.f p. 147. 

• Perrens, Histoire de Florence (Paris, 1877), tome m, pp. 261-62. 

' VOhrer, Histoire de la DeUe Publique en Franu (Paris, x886}, tome i, p. a. 
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of William III,' and in what is now the United States during the 
Revolutionary War.* 

In the early part of the nineteenth century, we find in France 
Early tml small amounts of local loans or debts of the com- 

Um munes * and in the United States borrowing on a 

considerable scale by our States and to a less extent by our cities. 

In the United States, the bond business before and during the 
Civil War was concerned principally with United States govem- 
Thpbond nicnt, State, and to a less extent municipal bonds, 

buainns in the After that period, bankers became interested in 
UniloJ Suits .-.,,.,,., f ., , , 

financing the buOdmg of many of our railroads and 
during the past thirty years in furnishing money for the building 
and development of gas, street-railway, electric-Ught, and tele- 
Thi> book will phone properties. The financing of industrial con- 
paUyoTrn- cems through the issue of bonds is a development 
SllSldki^ principally of the past twelve or fifteen years. 
cUuMoTbondi In the following pages, we will concern ourselves 
less with the history of borrowing than with the principles govern- 
ing at present the intrinsic values of leading classes of bonds. 

' Maclpod, vol. I, pp. 441-4S. 

■ TmUi Cenms, vol. vn, pp. >g9-joi. 

• Uirit, Tkt Credit 0} Naiicnt (Washington, iQio), p. 96. 
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THE FIELD OF INVESTMENT 

The investment of funds so as to have the principal safe and at the 
same time obtain a reasonable iocome is an extremely difficult 
matter. The field is so large, the possibilities of mis- ^. . . . 
take so numerous, that more than ordinary skill and of funds is 
knowledge are required. 

As a general rule, funds should be invested when received. If 
investment is made when market prices are low as p^ , ^. ^. 
well as when they are high, an average price will be ''l"*'""?' . 
paid and none of the funds wiD be left without re- 
ceiving some income. 

Funds may be placed in any one or more of the following prin- 
cipal channels of investment: — 

(i) Real estate and real-estate mortgages; J^offnv'S 

(a) Bonds; ment 

(3) Stocks; 

(4) Collateral loans, commercial paper, and ordinary notes of 
firms and individuals. 

About collateral loans, commercial paper, and ordinary notes, 
we will say only a few words. This class of paper short-tenn 
belongs not so much to the subject of investment as ^^' 
to the subject of ordinary banking or loaning money for short 
periods. 

The other three principal kinds of investment — that is, in 
real estate and real-estate mortgages, in bonds and The three 
in stocks — may be said to furnish the ordinary S^"ofi,?^." 
i field for investment. "°" 

The principal advantage that real estate has over other mediums 
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of investment ia iu iangibiiity. The great disadvantage which 
Arf and '^''■' ■ *i^'if^ has is that it is difficult to sell quidkly. 

diudvanuscs Another disadvantage is that the income is liable 
to be uncertain and at times may cease altogether. 
. ".■Reai-estate mortgages are somewhat different. These run or- 
-.'^liiiarily from one to five years, — perhaps most commonly three 
years, — are tax exempt in many States, and are 
written usually for about sixty per cent of the as- 
sessed value of the property. Such mortgages, when given by 
responsible persons and after proper examinations, ought to be 
reasonably safe mediums for investment. Even with mortgages 
that are finally paid off, however, the payment of the interest often 
ia irregular. 

There remain to be spoken of in this very general survey of the 
Bond* and ^^^'^ of investment only bonds and stocks. For con- 
"*** venience, we will speak of stocks first. 

In a general way, stocks stand for the ownership of the business 
and the right to receive the net profits, whereas real-estate mort- 
Natute cl gages or bonds stand for the prior claim on the prop- 

"*^'" erty and the right to obtain a stipulated amount in 

interest before anything is paid in dividends to stockholders. 
Stocks always are junior to bonds and notes of the same corpora- 
tion. Often they represent to a large extent merely capitalization 
of earning capacity. There is no promise to pay a definite sum of 
money and no promise, as a rule, even to pay any income. The 
stocks of any corporation have, in this respect, merely the right to 
participate in earnings above operating expenses and fi.\ed charges, 
when, as, and if earned by the corporaUon and ordered distributed 
by the board of directors. 

Many corporations have two classes of stock, preferred and 
common. Preferred stock usually is entitled to a certain dividend 
CUhm of before anything is paid on the common. Sometimes 

•W'^ this dividend is cumulative — that is. unless paid 

regularly, it becomes an accumulated charge against earnings. 
Many preferred stocks are preferred not only as to dividends, but 
as to assets in case of liquidation. 

Invratdwit in Thg remaining important form of investment — 

boDdi Iht sub- . . , , . , , . , , . ■ , 

tKi oi tiui txMk investment m bonds — is the subject of this book. 
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The first thing to notice about bonds is that they represent, as 
1 rule, a promise to pay a definite sum of money at Bonds imply a 
i given time, with, usually, a regular rate of interest. '''^^ ^"^ 

The principal large classes of investment bonds are as follows: — 

(i) Government bonds. 

(2) State bonds. Prindpal classes 

, , — ... ,■■•11 of investment 

(3} County, mumapal, and district bonds. bonds 

{4) Steam-railroad bonds. 

(5) Public-service corporation bonds, or bonds of corporations 
supplying water, gas, electric light and power, street-railway, 
or telephone service. 

(6) Industrial bonds or bonds of manufacturing and mercantile 
concerns.' 



It may be well here to speak of what may be called the frame- 
' work of bond investment. If we think of the bonds of the leading 
dvilized nations of the world; then of the bonds of our ^ ^ 

The ftHme- 

States and of our leading aties; then of the bonds of work of bond 
the principal trunk-line railroads connecting those 
cities; and then of the bonds of the street-railway, gas, electric- 
light and power, and telephone companies serving those cities; and 
then, if we add to those securities the bonds of the great industrial 
concerns, we have the framework around which is built practi- 
cally the entire structure of bond investment. 

We cannot say that any one class of bonds is always and without 
I exception safer than another class, any more than we can say that 
bonds are always safer than stocks or always safer one class of 
than real estate. Each individual bond issue must be ^;ray3"mfer 
judged on its own merits, yet with due reference to '^'^ aooibec 
the whole structure of investment, just as each case in common 

> lo view of the fact that ne do not discuss in this book the methods of dealing in 
or marketing bonds, we will say here that the two great markets in the United Statea 
(or all kinds of bonds are the New York Stock Exchange and private liankers or bond 
dealers. Of thetwomarkets.thelatterisfar and away the larger. Tliegreat bulk ol the 
Elate, municipal, and public-ser\-ice corporation bonds is marketed by private bankers. 
Origioal issues of steam-railroad and industrial bonds usually are sold first to clients 
by private bankers. The New York Stock Exchange may be said to be the great 
secoodary market for railroad bonds and such other bonds as are Ibted there. All 
the other stock eichangcs in the country, including the Boston, Philadelphia, and 
Chicago Exchanges, deal to a greater or less degree in bonda. 
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law must be judged on its own merits taken in connection with 
the previously existing body of law. 

^iDdisciiwiafe- ^ ^® following pages, we will take up in a general 
ty of ^^nout way the features bearing on the safety of these vari- 

ous kinds of bonds. 



CHAPTER n 

X7NITED STATES AND FOREIGN GOVERNMENT BONDS 

Government bonds either are simply promises to pay or ac- 
knowledgments of indebtedness, or else are promises G<aierai de- 
to pay and have some special security. In Europe, J^^^eS^ 
government bonds often are referred to as "stocks." ^^^ 

The government bonds of most of the so-called great powers, 
notably the United States, Great Britain, France, and Germany, 
are simply promises to pay or acknowledgments of ^^^ ^^ ^^ 
indebtedness. In many cases these obligations have Umtedstates, 
no maturity, — as British consols, French 3% rentes, France, and 
and German Imperial 3% bonds, — although often ^^^™*°y 
reducible by purchase, as are all old German Imperial bonds, by 
drawings, as are French 3% redeemable rentes,^ or by redemption 
at the option of the Government, as are British consols and Ger- 
man Imperial bonds.^ Government bonds of the class described 
above are payable, as a rule, out of the ordinary revenues and 
resources of the Government, whether such revenues are derived 
from customs duties, excise taxes, income taxes, or from any other 
available resources. 

In the cases of certain nations that do not have high credit, 
there are often special provisions to secure the payment of interest 
and principal of their government bonds: for instance, in the case 
of the Japanese Government 4§% sterling loan, put Government 
out at the time of the war with Russia, the bonds are tim«w*" 
secured by a charge on the annual net revenues of «p*°** security 
the Imperial Japanese Government Tobacco Monopoly ; • in the 
case of the Argentine Republic Port of Buenos Aires 5% deben- 
tures, the bonds, besides being a direct obligation of the Ar- 
gentine Government, are secured by a charge on the harbor 
works and their revenues and on other property; ^ in the case of 

* The Stock Exchange Official ItUeiligence for 1914 (London), p. 109. 
, * Ibid., pp. 3 and 109. * /^., p. 1x3. ^ Ibtd.^ p. 96. ^ 
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the Bulgarian GovemmeDt 6% state mortgage loan of iSqi, the 
bonds are secured by a first mortgage on certain state railway's 
and on the harbors of Varna and Buigas, blether with the present 
and future revenues and dues of those harbors; * in the case of the 
Mexican 5% external consolidated gold loan of 1S99, the bonds 
are secured by special hy-pothecation of 62% of the import and 
export duties of the United States of Mexico; * in the case of the 
Greek Government 4% loan of 1902, the bonds are secured by a 
prior lien on the surplus receipts from certain assigned revenues,* 
by the surtax on tobacco deposited at the National Bank, and by 
a hrst lien on certain railroad property and the share in its net 
earnings accruing to the Government.* 

Broadly speaking, however, government bonds are to be thought 
of as representing simply the good faith and ability to pay of the 
No kgai rem- governments or nations issuing the bonds. There 
d^llSiSf* ^ "° known method of collecting, against the will 
ntikuu of the nation indebted, a government bond issue or 

the interest on it, except force. In the words of Professor Bas- 
table, it rests with the Government " within its own discretion to 
say whether or not it will meet its obligations." Again, he says, 
"An Act of Parliament repudiating the national debt would be 
quite as vahd as any other measure."* Against a sovereign state, 
L the only remedy is what has been called "collection by warship." 

Furthermore, a nation can borrow for any purpose that it 
sees fit — from a strictly productive purpose, like construction 
of railways, to a highly unproductive and wasteful 
borrow (or purpose such as war. It can and often does borrow 
my purpose ^veii to meet deficiencies in the revenue in times of 
peace — in other words, it can borrow to meet running expenses. 
Such a use of the borrowing power is far from desirable, but some- 
times it is necessary. There is no authority that can place 
restrictions on the purpose of borrowing or curb in any way a 
sovereign state or nation. 

' Tkt Stock Eithanit O^ii! IntelUgeiuefor igi4 (London), p. loo. 

• Ibid., p. 114. 

' lltid., p. log. Revenues from the monopolies on tolt. petroleum, matcbes, play- 
ing-ranls, cigarette pftper, und Naios emccy, from tobftcro dues, from cartun stamp 
dun, ind (rum impoit duties collected by the custom-house st the nnetis. 

• Ibid., p. iiol ■ C. F.Butable,PKUM:FiiuiKC (id ed., London, 1895), p. 611. 
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PRICES OF GOVERNMENT BONDS, JANUARY, 1913 



/»M 


Ffim 


Yidd 
aboui 
(per 
ceiU) 

2.92 




United States 

due June i, 
Z961 


103} and interest 


This issue is not available to secure circula- 
tion of national banks. Exempt from all 
taxes national, state, and local. 


British 2i%, 
consols, cash*.. 


75 A flat 


3^ 

3^9 
3^5 


Redeemable at option of Parliament on and 
after April 5, 1923, at par. Interest Jan- 
uary 5, April 5, Jubr 5, and October 5. 


French 3% per- 
petual rentes *. . 


88} flat 


Interest January i, April i, Jubr i, and 
October I. 


Italian 3)% rentes ^ 


96 flat 


Interest January x and Jubr i, exempt from 
all Italian taxes present and future. 


German Imperial 
3%« 


77} flat 


3^1 


Redeemable at option of German Empire, 
after notice to be fixed by law, at par. 
Interest April x and October i. 


Austrian gold 4% 
i876» 


91} flat 


4^ 


Interest April x and October x. 


Hungarian 4% 
gold rentes*.... 


87 flat 


4^1 

445 
4M 


Redeemable at option of the Government at 
any time. Interest January x and Jubr x. 
Principal and interest exempt from all 
Hungarian taxes. 


Russian 4%, 
SeriesH^ 


9olflat 


Redeemable by drawings at par January i 
and Jubr x for repayment April x and Oc- 
tober X within 81 years from 1890. In- 
terest January i, April x, July x, and Oc- 
tober x. Exempt from aU Russian taxes. 


Russian 5%, 1906* 


X04flat 


Redeemable by annual drawings at par on 
and after February x, 1917, for repayment 
on May x following. Must be repaid in 
full by May X, X956. Until May x, 1916, 
loan cannot be converted or called for re- 
payment. Interest May i and November 
X. Exempt from all Russian taxes. 


Japanese 4% 
sterling, 1910,* 
due June x, 
1970 


82 flat 


4-95 


Redeemable at option of the Government, 
on six months notice, on or after June x, 
1930, at par. Interest June x and Decem- 
ber X. Interest exempt from Japanese 
Income Tax. 


Japanese 4j% 
sterling. 1905* 
(2d Series), due 
July 10, 1925... 


94} flat 


5^6 


Redeemable at option of the Government 
at any time, on six months notice, at par. 
Interest January 10 and July 10. Inter- 
est exempt from Japanese Income Tax. 



* See United Slaks Treasury Deportment^ Circular 59, July i, igxa (Washington, 19x3), p. X7> 

* Tke Slock Baxkange O^Uial InttUigenu for igi4 (London), p. 3. * Ibid., p. X09. * Ihid,, p. xxs. 

* Ibid., p. 07. • Ibid,, p. XXI. ' Ibid., p. xx8. * Ibid., p. xxff. • Ibid., p. 1x5. 
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In view of thb fact the question is, What is the real security, or 
what are the factors that go to make up the ability and wiUing- 
Wh«t it the ness of a Government to pay the interest and prin- 

Ml ««nmly? ^p^ ^f jjg ^onds? 

If we approach this question first from the point of view of 
what some of the leading government securities have been 'idling 
CieditoCthe ^'^^i — Or from what may be called the point of view 
t^^^own °^ ^^ credit of the leading nations, — we shall be 
by the prices able to dlscuss it TOore mtellieently. The table on 

of Iheir euveni- , , i i 

meat bonds in page 7 sbows the prices and the approximate net 
j«nu«y, 1CJ13 income basis ' on which certain leading government 
bond issues sold in January, 1913,* We have chosen this date be- 
cause it corresponds most closely with the date of reUable infor- 
mation available in regard to the nations issuing the bonds. These 
prices, as compared with those of 1912, evidently show to a con- 
siderable extent the effect of the events leading up to the Balltan 
Wars and of the outbreak of those wars in the preceding autumn. 

The income basis on which the above government bonds sell 
reflects in a general way the credit of the nation issuing the obli- 
gations. As may be seen from the table, United States Govern- 
ment bonds sell to yield a smaller income, or, in other words, sell 
at a higher price than the bonds of any other of the leading ci\'il- 
ized nations, British consols rank next, then French rentes, then 
Italian rentes, and so on in the order of the list. What are the 
reasons for these differences in price? In other words, why is the 
credit of the United States or of Great Britain, for instance, higher 
than that of Austria or Japan? 

Before going any further it may be well to inquire who and 
™^ ^. what are the people responsible for these obligations. 

people What is their origin? What briefly is their history? 

lor these What kind of people are they? What is their place 

' Id the cues of issues I1a^-ing definite maturities, net faicome is determitied by use 
of the tasuAl bond tables; in the cases of issues without detinite maturity, net income 
ii detennined by dividing the per-cent interest which the bonds pay by the pcr-cent 
■elling price. Flat quotations, or quotations including accrued interest, ate reduced, 
In figuring the >-ic1d. to an "and interest" basis. Quotations of all bonds except 
United States Govenuncnt bonds are in per-cent steriiog. 

■ Prices of January 3, totj. Price o( United States bonds from Crmim^ciid and 
Financial Chtonicit (New York), vol. 96, p. 50. Prices of foreign govenuncnt bonds 
bom the SMiit (London), vol, 75, pp. 5 and S9- 
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Some of the nations issuing these obligations have their begin- 
nings in a remote past. All are peopled to a^eater or less degree 
by a mixture of races, and all have occupied terri- Radai ori^n 
tory with boundaries intermittently changing. In a ^odim^'^'* 
general way, with the exception of Japan and to a "^tioos 
less extent of Russia, all the great modern nations — the United 
States, Great Britain, France, Germany, Austria-Hungary, and 
Italy — come from a mixture in varying degrees of the Germanic 
or Bailie tribes which overran the Roman Empire — 375 to 476 
A.D. — with the Latin races of the Empire. The Slavs or Wends, 
who at an early date appeared to be settled northeast of the Car- 
pathians in the basuis of the Vistula, Pripet, and upper Dniester, 
were closely related in stock to the ancestors of the Baltic tribes, 
Prussians, Lithuanians, and Letts. The Roman historian Pliny 
speaks of Slavs along the Vistula and the Venedic Gulf — prob- 
ably the Gulf of Danzig. The Goths and Huns at one time were 
the conquerors of the Slavs. The Eastern Slavs became the Rus- 
sian people. They attacked the Empire on the lower Danube 
and reached the Don and the Volga.' Later there took place an 
amalgamation or absorption by the Slav race of a variety of 
Ural-Altaic stocks, Turko-Tatars, Turko-Mongols, and various 
Caucasian races,^ The origin of the Japanese is uncertain. The 
aborigines were called Ainu — suggesting a close affinity with 
Europeans. The bulk of the population to-day, however, seems 
to be derived from a mixture of the Malay, Mongolian, and Man- 
chu-Korean types — with the Malay element predominant. In 
the course of many centuries, practically complete amalgamation 
has taken place.' Apparently the islands were invaded from the 
mainland of Asia. The earliest date of what is believed in Japan 
to be authentic history is 660 b.c' 

The territorial and strategic position occupied by the so-called 
great powers to-day is the result of centuries of change, usually 
of countless wars, in all cases of generations of painful develop- 
ment. Even now in the Great European War Europe is being 

' Encydapadia Britannica (nth ed., ign), vol. xxv, pp. 218-30. 
' Ibid., p. 873. 

• Ibid., vol, XV, p. 165. 

• CatI Ploetz, Epitome oj Ancknl, liediaval and Modem History (isth ed., Boston), 
p. 33. 
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remade. Not only the territory, but the population, resotirces, 
power, and prestige of the great nations of the world 
arc in the blast furnace. It has ever been so. This 
great war, to be sure, appears to be one of the colos- 
sal upheavals that occur only at long intervals; but civilization 
like nature never stands still. The scepter has passed from Egypt 
to Babylonia and Assyria, from Assyria to Persia, from Persia to 
Greece, from Greece to Rome; it has rested for a time with the 
Venetian and Florentine Republics; it has passed to Spain, to 
France, to England: it is passing now to the United States of 
America — or so it would seem. All that is certain is that the 
leadership of civilization and the relative rank of the nations of 
the world will not remain forever the same. 

If we glance at the history of the leading nations of to-day, we 
shall be in a better posiUon to understand their present status and 
DevtlopiDent credit. Everybody is familiar with the origin and 
Sld JrftS' development of the United States, and almost every- 
Cnitcii SUIE9 body has a good idea of English history from Roman 
times to the present. These are preeminently the nations which 
have developed the individualistic ideal and have evolved through 
patient struggle free institutions and constitutional government. 
They have based their institutions on the common law;' and they 
have fought steadily for liberty, self-sufficiency, and equality 
under the law. 

Modem France is a product of many forces and of many condi- 
tions. After the great Frankish Empire of Charlemagne was di- 
OuUi o£ vided through the Treaty of Verdun in 843 A.D., 

Frcndi there developed Germany from the East Prankish 

'^ portion and France from the West Frankish. The 

people of the East Frankish kingdom were predominantly of 
Germanic stock, those of the West Frankish were predominantly 
of Romance or Latin stock.' Gradually there arose in France 
the familiar struggle between the central authority or king 
and the great nobles. At first the nobles were too strong for 
the king, and the central authority developed late. This is 

' S« A. Lawrence Lowell, The Gotrmmenls 0} France, Italy anJ Germany {Cam- 
bridge, 1914), p. 50, and note bcgiaoing on p. 65. 
» Ploeu, p. 187. 
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one of the striking differences between French and English 
history.^ The struggle in France ended, however, in the almost 
complete victory of the central authority imder Louis XIV. In 
that reign, what Buckle * has called "the protective spirit" ex- 
tended to every phase of government and even to every phase of 
intellectual activity. Individuality and the spirit of independence 
were dead. The seeming unity, strength, and prosperity of France 
under Louis XIV were seeming only. There followed, after a con- 
siderable delay, to be sure, the fierce but purifying flames of the 
French Revolution.' Then from democracy, rampant, imrea- 
soning, atheistical,^ there had to be evolved again, slowly and 
painfully, order and liberty under law. Centralization remained 
to a great degree, — perhaps greater than ever, — but it was a 
centralization deriving its authority from the people instead of 
from a hereditary king.* Now we have a chance to read the latest 
chapter — the effort of republican France to regain something 
of tlie power and prestige among the nations of the world that it 
had before 1870 and to evolve a workable and stable system of 
parliamentary government. 

From the death of Charlemagne (814 a.d.) to the crowning of 
^nniliam I of Prussia as German Emperor (187 1), what is now 
Germany has been most of the time broken up into q^^^^^ • 
a large number of small kingdoms or states. The German 
Holy Roman Empire — which endured not only as ^ 
a name, but as an ideal for over a thousand years — under Charle- 
magne and imder Otto I (936-73 a.d.) and his successors of the 
Hohenstauf en line was a great reality — a powerful united Em- 
pire.' Modem Germany — or Germany under the leadership of 
Prussia — really derives from the old North mark, or the mark or 

* Lowell, p. 51. 

s Heniy Thomas Buckle, History of Ciinlization in Engfatid (New York, 1858), 
vol. I, chap. XL 

' Ihid,, chap. xn. 

^ The reason why the French Revolution attacked religion — why it set up the 
"Goddess of Reason" — was that the prerevolutionary writers like Voltaire and 
Rousseau attacked the abuses of the clergy even before they attacked the abuses of 
the Government. Church and State were, moreover, closely intertwined. The clergy, 
as in England before the Great Rebellion, stood on the side of the conservative — 
the reactionary element. (Buckle, vol. i, chaps, xi and xn.) 

* Lowell, p. 3$. 

* James Bryce, The Holy Roman Empire (New Yoik, 1904), pp. 2x5-16, and 384. 



12 AMERICAN AND FOREIGN INVESTMENT BONDS 

boundary lying along both banks of the middle Elbe established 
by the Gennans against the Wends or Slavs; just as Austria de- 
rives from the Bavarian Ostmark or East mark along the south 
bank of the Danube east of the river Ems, founded about 800 a.d.' 
In 1415, the German Emperor invested Frederick, Burgrave of 
Nuremburg, a Hohenzollera, with the mark Brandenburg — ly- 
ing east and west of the Elbe in the district about the old North 
mark.' From that time until the formation of United Germany 
under William I, the only rulers who stand out conspicuously are: 
Frederic William, the Great Elector of Brandenburg, who WTested 
East Prussia from Poland ' and carried out various internal re- 
forms; Frederic William I, who established a formidable array, 
left an overflowing treasury, and laid the foundation of the future 
power of Prussia;* and Frederic II, the Great (1740-86), who 
added Silesia and Polish Prussia to his kingdom and revived the 
political and intellectual life of Germany under the leadership of 
Prussia.' The successful war of Prussia and Austria against 
Denmark, by which the victors obtained Schleswig, Holstein, and 
Lauenburg (1864);' the war of Prussia against Austria in 1866, 
by which Prussia obtained Schleswig-Holslein, Hanover, and 
other territory and established her supremacy over Austria in the 
leadership of Germany;' and the Franco-Prussian War of 1870 
resulted in the unification of Germany under the leadership of 
Prussia and the establishment of modem Germany as a great 
power. 

Italy like Germany, since the fall of the Western Empire (476 
A.D.), has been torn and pieced together again and again. Odo- 
^ ,. , vakar (Odoacer), leader of German tribes, after the 

Outline of \ ' r ' 

luHsn fall of the Western Empire became ruler in Italy.* 

"* Later the Ostrogoths under Theodoric conquered 

Italy; and still later the Lombards conquered the country as far 

south as the Tiber." For a long period portions of Italy were 

' Encydopadia Britattttiea (1910), vol. Ill, p. 5, and vol. IV, p. 430. PloeU, pp. 
104-96. For map of the old marks, see F. W. Putzgcr's Hisloriscker Sckid-AUas 
(Bielefeld und Ldpag, 1895), p. 15. 

• rioeti, p, 251, and Putiger, pp. 18-19. 

' Ploetz, p. 373, and Price CoIJiet, Germany and the Germans {New York, 1914), 
p. 31. 
' PloetJi, p. 397, sod CoDier, p. 33. • Collier, p. 36. • Ploeti, p. 506. 

* Ilyid., p. 510. • Ibid., p. 173. 1 Ibid., pp. 174-75. 
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included in the old German Empire. Modern Italy dates from 
the war of France and Sardinia against Austria (1859) and the 
liberation of Italy from Austria.' The outstanding figures of 
this period are Count Cavour and Victor Emmanuel. In 1861 
practically all Italy, except Venice and the Papal territory, were 
united under one scepter.^ 

The thrones of Austria and Hungary — which latter country 
was inhabited as early as the ninth century a.d. by the Magyars, 
a nomadic Finnish tribe, which gradually had made its way from 
the Ural region toward Europe ' — were occupied by the same 
ruler, at intervals, as early as the fifteenth century. In 1687, 
the hereditary succession to the throne of Hungary was conferred 
on the male line of Austria; and by the Pragmatic Sanction was 
allowed to pass, in case of necessity, to the female line. In accord- 
ance with this settlement, Maria Theresa, archduchess of Austria, 
ruled also as Queen of Bohemia and Hungary from 1740 to 1780. 
Austria was the leader of the German Confederacy Austria- 
formed toward the close of the Napoleonic wars and Hungaiy 
later renewed or reestablished. On the abdication of his uncle in 
1848, Francis Joseph I, the present Emperor, became Emperor 
of Austria. The Hungarian Diet refused to recognize his acces- 
sion, and an uprising of the Magyars against the House of Haps- 
burg resulted in the practical independence of Hungary.* The 
revolt finally was put down with the help of Russia. In 1867 
the old constiturion of Hungary — which had been abolished by 
Austria in 1849 — ^was restored; and Francis Joseph I, Emperor 
of Austria, was crowned King of Hungary.^ The Dual Monarchy, 
as it is called, probably contains the greatest diversity of races in 
contiguous territory and under one government of all the great 
powers- 

The history of modem Russia begins with Peter I, the Great 
(1689-1735). In the ninth century, bands of Swedes settled around 
Novgorod, subjugated the Slavs and laid the foun- 
dation of the future Empire of Russia." For two RussiBn 
himdred and fifty y^ars, ending in 1480, Russia was ^ °^ 

' PItKtz, p. SOI. " Ibid., p. 503. ' Ihid., pp. ig3-94 and ijj, 

* See Encydopadia Britannka (iQio), vol. xm, p. gi6. 

' PloeU, pp. a/S, 373, 398, 400, 483, 495, +98, 510-11. « Ibid., p. 3o8. 
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in the hands of the Mongols. In the fourteenth century, Moscow 
became the national center of Russia.^ Toward the dose of the 
sixteenth century, Russians began to emigrate into Siberia and 
within eighty years had reached the Amur and the Pacific.^ Peter 
the Great, in his effort to Europeanize or modernize Russia, 
foimded the city of St Petersburg (i703).' The reign of Catherine 
n added much to the power and prestige of Russia. During her 
reign there took place the three divisions of Poland (1772, 1793, 
and 1795) which have been the cause of so much discord in Europe 
since.* Vast in territory, with a population of over one hundred 
and seventy millions, Russia lacks and always has lacked one 
thing — an ice-free port. For one himdred years she has set her 
eyes on Constantinople, and is fighting for it in the present war. 
Only one other of the great powers remains to be discussed — 
Japan. We have spoken of the origin of the Japanese. At the *be- 

ginning of historic times, according to the Japanese 
Tapaneae 66o B.C., the form of govcmment in Japan was that 

^ of an empire imder a Mikado.^ Li the seventh 

century aj)., changes took place which resulted in the military 
obtaining predominance over the dvil power, and the actual gov- 
ernment passed from the Mikado into the hands of a usurping 
military chieftain — later called the Shogun. The final outcome 
of this sjTstem of dual government was a feudal system correspond- 
ing in large measure to that of mediaeval Europe.* After 1680, 
the Shogim became a shadow and the great mass of feudal chiefs 
likewise. The government really fell into the hands of the vassals. 
This state of affairs, with its oppression, weakness, and anarchy, 
lasted until 1868. The revolution which involved the fall of the 
Shogunate and ultimately of feudalism, though essentially im- 
perialistic in its prime purposes, may be called democratic with 
regard to the personnel of those who planned and directed it. 
There took place under the guidance of the nobles and the Samu- 
rai a restoration of the administrative power to the Emperor.^ 
Japan in 1854 had been rec^ned to the Western world by the 

• Ploetz, p. 277. 

« Encychpadia Brikmnica (ixth ed.), vol. xxv, pp. 17-18. 

• Ploetz, p. 39$. * Ibid., pp. 411, 413-14* 

• Ibid., p. 33. • Ibid., pp. 212-13. 

' EncydopcBdia BriUmmca (xzth ed.), vol. xv, pp. 264-65. 
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American naval officer Commodore Perry.^ She became one of 
the great powers by defeating Russia in the war of 1904-05. 
Later she established her rule over Korea and her domiuance 
over China. 

Such described in a very brief way is the origin and develop- 
ment of the great modem nations — the nations whose credit is 
under special consideration in this chapter. In view Bearing of 
of the fact that national obligations depend prind- dwdo^cnt 
pally for their payment on national good f aith^ we °" °^^ 
consider these historical facts of interest and of importance in 
attempting to estimate national credit. 

The credit of any nation at any given time may be said to be 
determined by three leading considerations: — 

(i) Its debt statement or the size of its debt compared with its 
resources and with its population. 

(2) Its debt history or its record of good or bad ^diS^ 
faith. t^^"^ 

(3) Its general standing with the other nations credit 
of the civilized world. 

Under the last heading come such considerations as the mili- 
tary position of a nation, the form and stability of its govern- 
ment, the character of its population and of its institutions, its 
trade position and its general economic and financial status. 

In order to understand the abnormal conditions affecting 
credit created by the great war, it is first necessary j. ^. 
to know the normal conditions or the conditions be- ditions vs. 

f ^. the war 

fore the war. 

Let us consider first what may be called the obvious or natural 
reason for the credit of a nation or for the prices of its government 
bonds; that is, the size of the debt compared with popuij^^ion 
the estimated resources and with the population, w^th. ajQcS 
The accompanying table (Table I) gives recent leading dvUized 
estimates of population and wealth and recent figures °*^°°^ 
of the debts of the United States, Great Britain and Ireland, Ger- 
many, France, Russia, Austria-Hungary, Italy, and Japan. 

It is very difficult to give figures of estimated resources suffi- 
dendy accurate to be of great value in figuring percentage of debt 

* Pk3et2, p. 563. 
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to resources. At the same time it is desirable to try to form at least 
some general idea of the proportion between wealth and debt. 
Percentages, figured from estimates of wealth which differ so much 
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in certain cases trom other estimates, should be used only in con- 
nection with other data in estimating the burden of the debt. This 
table shows the United States by far in the lead of all other nations 
in the amount of total wealth or resources. The wealth of Great 
Britain and Ireland, while less than half that of the United States, 
is shown to be larger than that of any other great nation — with 
Germany a close third and France with a total wealth esthnated at 
$14,400,000,000 less than that of Germany. The table shows also 
the United States with the smallest actual debt and very much the 
smallest percentage of debt to resources. Figured on this percent- 
age basis, the burden of debt is next lightest on Great Britain and 
Ireland, then on Germany, then on France, then on Russia, then on 
Japan, then on Italy, and heaviest of all on Austria-Hungary, In 
the matter of per-capila wealth, the United States is not greatly 
ahead of Great Britain and Ireland, but both these countries are 
considerably ahead of France, very much ahead of Germany, and 
in an entirely different class from all the other nations considered. 
The debts figured on a per-capila basis show a very small debt for 
the United States, moderate debts for Japan and Russia, large and 
substantially equal debts for Italy, Germany, Austria-Hungary, 
and Great Britain and Ireland, and an abnormally heavy debt for 
France. 

In estunating the burden of debt it is a matter of considerable 
importance to know what proportion of the debt represents mcome- 
produdng property, such as railways, and what pro- Assets off. 
portion may be called non-productive or dead-weight Smc'^.^nt 
debt. It is also important to know whether any other optional debts 
assets exist which properly may be considered as an offset to at 
least a part of the debt. For instance: from the debt of the United 
States in 1Q12, in estimating its true burden, we may fairly deduct 
$134,631,980 of Panama Canal bonds;' from the debt of Great 
Britain and Ireland we may fairly deduct estimated market value 
of Suez Canal shares, $211,420,800, and other assets, $17,781,053, 
or a total of $229,201,853 ; * from the combined debt of the German 
Emphe and the twenty-six German States we may property deduct 
$4,077,387,590 as the estimated cost of construction on a mileage 

' V.S. Trtaswry Department, Circular 5J, p. 17. 

» Stalhtkol Abstract for The United Kingdom, no, 6x (London, 1914), p. 10. 
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basis of the government-owned railways; ' from the debt of France 
we should not only deduct the value of the state railways actually 
owned, say, $821,548,997, but should take into consideration the 
fact that between 1950 and 1958 practically all the railways of 
France, valued in 1911 at $3,701,184,000, after amortizing them- 
selves will become the property of the Government;^ from the debt 
of Russia we may deduct $1,557,633,600 incurred on account of 
raUways; * from the debt of Austria-Hungary we may deduct, say, 
$2,079,198,749 as the value of the 22,034 miles of state railways,* 
and also from the debt of Italy we should deduct, say, $1,131,300- 
000 as the cost of construction of the Italian state railways; ' and 
from the debt of Japan we should deduct, say, $290,534,400 as the 
value of state-owned railways." In deducting the value of railways 
from national debts, it should be noted that there is a great differ- 
ence in the revenue-producing powers of the state railways in 
different countries: for instance, the railways of Prussia- Hesse 
in Germany are operated with such success financially as to be a 
source of considerable net income to the State above the charges 
on their capital; the railways of Japan also have been a financial 
success; those of Russia, on the other hand, have been up to date so 
unprofitable as to compel as a whole a large annual contribution 
from the State for their support.' The government-owned railways 
of Italy have failed by a good deal to earn the interest on their 
capital; and those of Austria-Hungary usually have earned less 
than the interest on their debt.' The French lines are beginning to 
show a measure of prosperity," It is impossible to make statements 

' Stalislical Abslratlfar Ike FriiKtpal and Other Foreign Counlria, no. 39 (London, 
1914), PP' 387, 407. As a turthcr set-off URainst the debt of the Gennttn Empire, there 
edited in igia a variety of invested funds as well as the war treasure at Spatidau of 
ftboitt $i8i3ia,otx}: and as a. further set-off against the debts of many of the twcnty- 
nx Gtxnaa St&tes, there existed a variety of funds and incoDie-produdng property 
Otlier Ihao railways. Slateman's Ytar-Boek, 1913 (London, igij), pp. 869, 900-50. 

* Statistical Abstract far Foreign Countries, pp. 390, 407. Samuel O. Dunn, Covem- 
meiU Otenership of Railways (New Vorit and London, 1915), p. ai. 

* Stalislical Abstract jor Foreign Courtlries, p. 431. 

* Ibid., pp. 396-97, 408. Dunn, p. 3S3. 

' Figuita tor igio.Dunn.p.jo. Italy has various other income-produdng property 
indudini; the Cavour Canals. Stalesman's Y ear-Book {t^tiiiP- 990- 

* Statistical Abstract for Fortipt Co imlritt, p> 404. 
' Dunn, p. 317, 

* Ibid., pp. 315-16. 

* Ibid.,p.3t6. 
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absolutely definite about such matters as these; but it is perhaps 
fair to say that, taking into consideration the value of income- 
producing property, the debt of Germany in 191 2 was less of a bur- 
den on the resources and population of the country than that of 
any other nation except the United States, and that the debt of 
Great Britain and Ireland was probably the largest dead-weight 
debt — with the possible exception of Russia — of any country in 
the world, but was not by any means the most burdensome on the 
resources and population of the country. 

There is another way in which we may estimate the burden of 
debt — that is, by comparing the annual debt charge with the 
estimated national income or earnings of the people Debt charge 
and with the annual government expenditure. Table ^^^ "^''' 
II shows estimated national income, annual debt ""^"e 
charge and percentage of debt charge to national income, wherever 
recent reliable data can be obtained, of the coimtries under special 
consideration in this chapter. 

This table, omitting Italy and Japan from consideration, shows 
the burden to be by far the lightest in the case of the United States 
and the heaviest in the case of France. In connection with this 
table, as with the previous one, there should be borne in mind the 
income-producing powers of the various state railways and other 
productive works. ^^^^^^ 

Table III shows total government revenue and ™mpai«i 
expenditure, debt charge and percentage of debt EoverniQent 
charge to total expenditure for ibe same countries. "1*°'^"'"= 

This table shows the percentage of debt charge to government 
expenditure to be much the smallest in the case of the United 
States and the largest in the case of France — with Japan a close 
second. 

In the three tables referred to we have applied various tests to 
the debt statements of the leading civilized naUons in an effort to 
estimate from this point of view their credit. It may „ 

, . , . „ , , . Growth ID 

be of mterest to trace bnefly the growth m popula- population. 
don, wealth, and income and the increase in debts of income, and 
the great nations of the world. It must be remem- ''*''' 
bered that almost all figures of this kind, even figures of debts, are 
approximatioDs. It is perhaps not unfair to say that hardly any 
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two authorities agree oo the amount of a nation's debt at any 

gi%Tn time. 
As Ki^'ing us some standard to appreciate from wbat small be- 

ginning the great nations of to-day have developed, we would say 

Q,^,^ I, that the population of theRoman Empire at the death 

of Augustus, 14 B.c.,has been estimated at 54,000,000, 
divided as follows: Europe, 23,000,000; Asia, 19,500,- 
000; Africa, 11,500,000.' The population of the 
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•W Olhm Fttitm CBmUrln, No. jg (Loodoo, tgiil. p. 4] 
' " ital jwblk debt eipendiliin oi the Genau Empire 
•I /iMwil/» <u nnbtb Jtwt. iwed by 5lr ' 



the calendar Teat Igii. 

SU/ulKal AiilraaM Ot Prntipal 



alckbt 



• f^ annual dibt etpeodttun, igf i (total blensi paid Suit Jnj.teo), SfrublioiK Fnncilw. Min- 
httte da TTanil x dc la Prtvavtact Socult. SiaiiiUimi Ctmiiait it la Ftama. Amiuain .SMIiiIiem 
(Park. .013,1 .—- ^-.•-.^-<-. -. 

■- PuUkde 



la Prtvavtact Si 

Naliooak) vol. I 



nSiaiuilal A: 



at lor igii, tiS8.«SS.}4J). SUkiUal Atilr»cl 'gr 

'i'jita^an'frr'filmpt Ctmlria (1014), pp. 44;. 440. 
oB'-aflKlivc "drbt.yeatei>diii«jBiK]o.lgii. SMilk4l AtHnd Jt riftif C-Mrta 

bViUv^dcbt coDiolidaticiB fund, year endinf March ji.igii. SlMaittl Aian<t /» Prm'ta 

M NaliaBalVbtKrvicaloeytareadinit MaRih ji. 1011. Sutiilbal Aitlrta for Jn Viul^ Kimiitm. 
DO. 61 (London, igi 4). p S- tiDletesIM luadeddebMoe igii,fri,o7>.o&ote.) 



by Bodio (MiiUuH, Dktimarj ej SlaHstics [London, iSqqI, p. 440- 
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United Kingdom has been estimated at early dates as follows: 106G, 
3,500,000; t^Si, 3,860,000; 1528, 5,676,000. The population of 
France in 1328 has been estimated at 10,000,000.' The population 
of all Europe before the fifteenth century hardly exceeded 50,000,- 
000.' The following table * shows estimates of the population of 
what are now the leading countries of Europe at intervals of one 

TABLE m 
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j»,o».o8o. 


iat£}i.91o ' 




S.^B 


H.1WJ7D " 


1.38 


"'* 



Fnac — «.6 peuc EnfiUh. 









Vtu ending joM JO, igia. SutisliaiS Ahitratl fcr Parii^n CnniUrfc! (LoDdon. iijij), pp. 4SS-S6- 
YeucodiniMucbji, ipii. StaHsUtal AlatracllorlkiVinii'd Kintiiim.Da.tii (Londao, igiij.p. i, 
Budfel Htbute of Gerinu Er"' " - ■■-- — ' — •— *> - .....•..■._. ,^ . i._ „.. 



. .Sinpire—,,, „ 

«ba C ti M tUt (LmdoD, 1914}, p. 430. 

* SadcH Mficle of igi3. SlaHiHeat AbilracI for Pe 

* SUMM Ahwactftr Ptnin CamUia . iqu. PP- 4J°-3i . 
" "■ — ' — '-'—' rcnnui ««! apenditutra ot Aujt™ and Huognry, 



■.'fu^rdo"? 

DO. 6[ (Londod, f gid), ] 
.i'AUulua; Abiiraajei . 

(London, igii). pp. 140-41. 



» Ualeuol 






5laliilif« 

,fi^,143]. SuHslial AbslratI 



■ " ■' — -^^ '-- — ' ' -tiiuie for year ending March 

,8-59. 

ctebt ciiMrge foe tbe cnlendu yi 

,.,».».«. v» ,„.,.» ..^ V ...^ »» j^... ending June JO, igia. 5'afijJica' '^'' 

■■<OUpf«<(iiC»Mnai — --'■—'— ■ - 

•• PnbUc <k£c dniie. C___ 

ftodn CuBll III CLcndoa. IQ14I, p. 4}6. 

>■ Total aBBu) debt eipenditufe, 101. . — , ,.,, 

M fah M w da Ttinil et ds b FifYoruux Sodale, ^Uliilifiie Gtntmlc 
(Fkrit loijl, iMprimeiie Nitiooale. vol. itj """" 

" Public iktit MTvko. Ru^u Empbi, .,.. .,-, 

ierF<n(nCHiair<u(LoBdoB. 1014). p. 4}i' 

H Sk<fiMc<Ii4Wnd/MPiiHi(«CMnUrai(I.aaden,iot4J, pp.417. 44Q. 

u IiiIentaii"eB«^"debI.igii. SlaUiHialAiilraclUFarSgnCimiUrUi 

" KMiooal debt ODDfoUditioii hind. SmHtlital Abilraa fur Ftmin Cmmliia 

- Kalisnd debt HTVices lot yarcDdiiig March 31, ipii. Slaliilicat Abilraau. .„ ^„^^ ,„^^„„, 
OB. 61 (Londoo, 1414). p. 5. (Intereal of iundeddcbl for igij.l;i,g7i.g6o,6o.) 

' Mulhall {1899), pp. 444-45- 

* Estimated by Bodio (Mulhall {1S99I, p. 441). 

' Mulhali, p. 441. In the table, England at present stands for the United Kingdom 
of Gnat Britain and Irelnnd, Prus^a for the German Empire and Austria for Austria- 
Hungary. Tbe igti figures ace from table on. p, iCi- 
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hundred years from 1480 to 1880 inclusive, and the estunated 
population in 1912. 

POPULATION 





,4So 


JJ*. 


,«. 


17S0 


,m 


,.„ 


Enrtmd... 
Fnux 


O.JOO.WB 


i4!j<»,aiu 


il,scio!ain 


5,561, «0 

Si 


]i,oa4,oo>) 


4!.WjflOO 
3e.660.8cjo 

1 67 !b 10.000 

jsioifiiooo 



This table shows France greater in population than any of the 
other countries of Europe as far back as 1480 — twelve years 
before the discovery of America; it shows Austria in the lead in 
1580, France second, and Italy third. It shows France. Austria, 
Russia, and Italy all having a greater population than England in 
1680. It shows after the eighteenth century a great relative gain 
for Great Britain and Ireland as compared with France and a very 
large gain for Germany and Russia. The popiilation of the Ameri- 
can colonies and of the United States at various dates has been 
as follows: ' 



1673.. 
1701., 



l6o,DOO 

297,000 
i,i6i,cx>o 



»75o 

1775 a,8o3,ooo 

1790 3i930.ooo 

iSio 7,240,000 

1830 12,866,000 

i860 31,443,000 

1S80 50,156,000 

1913 95,411,000 

This table shows the growth in population of the American na- 
tion from little more than bands of colonists to numbers larger than 
those of aay of the countries of Europe except Russia, The accom- 
panying table (p. 23) ^ shows the population of the United States, 
Great Britain and Ireland, France, Germany, Austria-Hungary, 
Russia, Italy, and Japan for 1890, 1900, and 1912. 

' EstimatesapporeDtlyof MuUuiU until 1790, theo census figures. Mulhall (i8gg), 
p. 450. The igii figures aie from table on page t6. 

■ Mulhali (1S9Q), pp. 44a. 450. Encyclapadia Britatuika (itth cd., igit), vol. iQ, 
p. 169. Table, p. 16. 
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United States 

Great Britain and Ireland 

France 

Germany 

Austria-Hungary 

Russia 

Italy 

Japan 



i8go 



6248i,ocx> 
38,200,000 
38,800,000 
48,600,000 
40,100,000 
92,000,000 
30,300,000 



igoo 



76,303,387 

40,909,925 

38,517,975 
56,345,000 

45,089,531 
129,211,113 

32^449,754 
43,759,577 



igi2 



95411,000 
45,663,000 
39,660,000 
66,146,000 
50,237,000 
167,920,000 
35,026,000 
52,312,000 



This table is remarkable chiefly as showing the great growth in 
population of Russia^ the United States, and Germany and the 
practically stationary condition of population in France. The pop- 
ulation of all Europe in 1778 has been estimated at 150,000,000/ 
in 1882 at 327,800,000,^ and in 191 2 at 450,000,000.' The popula- 
tion of the world in 1804 has been estimated at 640,000,000,^ in 
1883 at 1433,000,000,* and about 1912 at i,732,ooo,ooo.* 

TTie growth in wealth has been even more remarkable. The 
following figures ^ for the wealth of England and Wales or of the 
United Kingdom at dilQferent dates may be of interest: ' 



Da 


U Country 


Estimated wealth 


Authority 


x66o. 


England and Wales 


$1,200,000,000 


Petty 


1703 


. . . . England and Wales 


2,352,000,000 


Davenant 


1763 


Great Britain 


5,280,000,000 


Mulhall 


X8l2 


. . . . United Kingdom 


10,512,000,000 


Colquhoun 
MiJhall 


j8i6 


United Kingdom 


11,520,000,000 


1833 


United Kingdom 


18,000,000,000 


Pablo Pebrer 


t86o 


. . . . United Kingdom 


26,688,000,000 


MulhaU 


1865. 


. . . . United Kingdom 


29,342400,000 


Gififen 


1870. 


. . . . United Kingdom 


33,984,000,000 


Mulhall 


i88^ 


. . . . United Kingdom 


48,177,600,000 


Gififen 


t8o8 


. . . . United Kingdom 


56,688,800,000 


MulhaU 


1913 


United Kingdom 


86400,000,000 


Economist 



1 Estimated by Moheau (Mulhall [1899], p. 441). 

' Estimate of Behm-Wagner (Mulhdl [1899], P< 44i)* 



' World Almanac (1915), p. 62. 

* Estimate of Malte-Bnm (Mulhall [1899], p. 441). 

* Estimate of Behm-Wagner (Mulhall [1899], P« 4")- 

* World Almanac (1915), p. 62. 

' Reduced at the rate of $4.80 to the pound sterling. 

* Mulhall (1899), pp. 589, 700, and (1903), p. 262. Webb, The New Dictionary of 
SUaiaics (Loodon, 19x1), p. 629. Table, p. z6. 
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Growth in wealth 
of the leading 
lutjons 



The wealth ' of France at different dates has been 
estimated as follows: ^ 



I 



Dak 


EstimaUd vraUk 


Aulkmily 




S;,J96,oooj3oo 
8,640,000,000 
13,564,800,000 
!io,gi8,ooo,ooo 
a3,J3i,oog,ooo 
33,600,000,000 
41,088,000,000 
46,512,000,000 

C34M.<M0,O0O 






Chttptal 




^ ::.'..:.::::.::. 


Guyot 
Guyot 

Wolowald 
Guyot 




^^\"".". 




1898::::::::::::::: 




Economist 


S 3 



Estimated figures for the wealth of the United States at different 
lates are as follows: * 



Dalt 


EstimaUd tpaUlh 


DaU 


Eslimaltd aeaUk 




$619,100,000 
1,065,600,000 
i^97.6«>floo 
1,680,000,000 • 
1,881,600,000 
3,649.600,000 
3. 7S3 1600,000 


■850 

i860 

1870 

1880 

1890 

1900 

1913 


•7,i3S,78o.is8 
l6,isQ,6i6,o68 
34,054,814,806 
43,645,000,000 
65.037,091,197 
88,Si7J06,77S 
'87i739i07i/>90 












;s^'; 





* EulniBtc of Sir Georgt Fgjib ISUiiil, ml. un, p. 410). 

Comparisons of early with recent estimates of the wealth of cer- 
tain of the other countries under consideration are: Aggregate of 
the German States in 1814 probably less than that of France, or 
say less than Sg,6oo,ooo,ooo compared with $76,800,000,000 in 
1913-14; * Italy, in 1868, about $9,283,200,000, and in 1884, from 
$10,272,000,000 to $11,712,000,000 (Pantaleoni), compared with 
say $20,000,000,000 in 1912; and Austria-Hungaiy, in 1880, about 

< ReducMl at the rate of S4.80 to the pound aterling. 

• Mulhall (1899). pp. 591-93, 700. Table, p. 16. 

' Figures from 1790 to 1840, inclusive, except those of Sir Gcotge Paish, from 
Mulhall (1899), p. 593. Figures from 1850 to 1911, iocluaive. from Department o( 
Commerce (Bureau of the Census, Eifimattd Valuation of National Weallh iSso- 
igi3 (Washington, 1915], vol. I, pp. 10-11, 14-15). — Census figures are not always 
comparative. The figures for 1850. i860, and 1S70 are exclusive of exempt real es- 
tate. Figures (or 1870 are on a gold basis. 

* Sir Geotxe Poish, StalisI, vol. LXXX, p. 419, and table, p. iG. 
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$18,240,000,000 (Beer), compared with say $25,000,000,000 in 
1912.^ The foUowing table ^ shows estimates by Mulhall of the 
wealth of the United States and of the leading nations of Europe in 
1888 and 1898 compared with estimates from the table on p. 16 
fori9i2-i3: — 



United States 

Great Britain and Ireland . . 

France 

Germany 

Russia 

Austria-Hungary 

Italy 



j^^^' 



$61,536,000,000 
51,840,000,000 
42,720,000,000 
36,000,000,000 
27,840,000,000 
20,160,000,000 
13,920,000,000 



iSgSi 



$78,480,000,000 
56,668,800,000 
46,5x2,000,000 
38,649,600,000 
30,840,000,000 
21,657,600,000 
15,168,000,000 



igi2-i3X 



$i87,739i07x,090 
86400,000,000 
62400,000,000 
76,800,000,000 
40,000,000,000 
25,000,000,000 
20,000,000,000 



• Michael G. Mulhall. DkHonary efStoHstia (4th ed., London, 1899), p, s^O- 
t Mulhall (1899). p. 7QO* X Table, p. z6. 

Certain recent estimates ' of the wealth • of the United States, 
Great Britain and Ireland, the British Empire, Germany, and 
France may be grouped as follows: — 



United States. 



Great Britain and Ireland 

British Empire 

Gennany 

Fhmce 



1903 
1904 

1912 

1903 
1905 
1913 

X903 

Z902 
1908 
Z908 

1913 
1908 



1908 
1913 



rOiffen) 

[Census) 

[Census) 

rCiffen) 

(L. G. Chiozza Money) 

(Economist) 

(Giffen) 

(Schmoller) 
(BaUod) 

(Steinman Bucher) 
(Economist) 

(Lavergne 
&Heniy) 

(Th6ry) 
(Economist) 



$86400,000,000 
107,104,192410 
187,739,071,090 

72,000,000,000 
54,720,000,000 
86400,000,000 

106,800,000,000 

48,000,000,000 
60,240,000,000 
76,800,000,000 
76,800,000,000 

43»2oo,ooo,ooo 
(Private wealth 
only) 
54,870,000,000 
62400,000,000 



1 Mulhall (1899), p. 592, and table, p. 16. 

* Reduoed at the rate of $4.80 to the pound sterling. 

* Webb, New Dictionary of Statistics (1911), pp. 629-30, and Department of Com- 
merce, EstimaUd Valuation of National Wealth (Wasliington, 1915), p. 15, and table, 
p. x6. 
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From the time of the close of the Napoleonic wars until the dates 
of the most recent estimates, the wealth of France has increased 
between s« and seven-fold; that of Great Britain and Ireland, over 
seven-fold; that of Germany, about eight-fold; and that of the 
United States, nearly one hundred and twelve-fold.' These figures 
are startling and explain in great measure the ease with which 
Europe has borne the debts inherited from the Napoleonic wars 
or created in the one hundred years since, and the ease with which 
the United States paid ofl its Civil War debt. 

The development of the national income, or what is sometimes 
called the total earnings of the people, has been no less remarkable 
. than that of wealth. TTie national income of the 

pciianiJ United States has increased from less than §480,000,- 

000 in 1814 to about $33,600,000,000 in 1914; that 
of the United Kingdom has increased from about $1 ,440,000,000 in 
1814 to about $11,520,000,000 in 1914; that of France from, say, 
$1,200,000,000 in 1814 to about $5,760,000,000 in i9i4;and that of 
Germany from a figure probably less than that of France in 1814 
to about $9,600,000,000 in 1914.* 

The increase of national debts has been veiy great but very 
irregular. As will be shown later, large increases in debt usually 
c wthi ^°°^ place for the purposes of war. The table on 

n"i_onai page 2? shows approximate figures for national debts 

at selected dates from 1713 to 1912 inclusive. These 
dates, with the exceptions of iS89and 1912, are those of important 
historical events; namely, 1713, the Treaty of Utrecht which 
ended the War of the Spanish Succession; 1763, the Peace of Paris 
ending the Seven Years' War; 1793, the beginning of the Reign of 
Terror in France; 1816, the end of the Napoleonic wars; 1848, the 
year of Revolution in Europe; and 1870, the outbreak of the 
Franco-Prussian War. 

In 1S89, Spanish America, according to Mulhall, bad debts 
amounting to about $1,598,400,000; India bad a debt of about 

' Comparisons ore made on the basis of Sir George Pftbh's figntes for 1814 and the 
figures in Uble od p. i6. 

■ Estimates of Sir George Piish in tbe Siatiit, vol. ixxx, p. 4ig. These estimates 
may be compared with those of the EconomisI, vol. ixxx, pp. 50-51. For estimates 
of OBtional income of various countries at different dates, see Webb, New DUlionary 
o/Statiaki (1911), pp. 629-30, and Uulball (1S09), pp. jio-aa ftod p. 747. 
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$892,800,000; Turkey, about $864,000,000; Australia, about 
$820,800,000; Portugal, about $542,400,000; and Egypt, about 
$494,400,000. As Mulhall remarks, the debts of the world increased 
from 1793 to 1889 — a period of ninety-six years — just about 
tenfold.' The origin of these debts or the purposes for which they 
were created has been given by Mulhall ^ as follows: — 

Armaments $17,328,000,000 

Railways and telegraphs 6,960,000,000 

Roads and bridges 3,744,000,000 

Sundries 772,800,000 

Total $28,804,800,000 

There is, it is to be noticed, a discrepancy between the total 
amounts of this table and the one on the preceding page, but un- 
doubtedly the second table tells in a general way for what pur- 
poses the money borrowed was expended. Figures are not available 
showing the purposes for which debts were created up to 1913; but 
probably they would show somewhat the same proportion between 
debts for the various purposes. The debt incresise by periods has 
been somewhat as follows: — 



DEBT INCREASE OF WORLD FROM 1713 (TREATY OF 
UTRECHT) • 



Period 


/ncTMie 


PtT annum 




$787,200,000 
1,569,600/500 
4,98t,»oo,ooo 
417,600,000 
10,271.000.000 
: 0,7 7 r, 100.000 
13,432,000,000 


»l 5, 840.000 
S J, 310,000 
ai6,96o,ooo 














566,880,000 
S40,SJt.739 






too veus 


*4i. 136,800,000 


lao7.iJo,ioo 





' Dudley Bsuner has called attention to the fact that the large debt of Holland in 
tlie eighteenth centmy compared with her resources led to the loss o( her commerce 
■ad political power. Natianal Debts (1871), pp. 43 and 95-96. 

> Mulhall (1S99). p. 160. 

' Ibid. Mulhall's figures For the increase by periods are given (n millions of 
pounds only. The figures, therefore, are merely approximate. See also our table 
" Public Debt." 
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As Baxter remarks, — treating of a period subsequent to the 
Napoleonic Wars, which so greatly increased the debt of Great 
Britain, — the rate of increase in debts was very different before 
and after i860. Up to i860 national borrowing was chiefly in 
Europe. The revolutions of 1848, the Crimean War of 1854, and 
the French-Austrian War of 1859 caused most of the increases in 
debts. After i860 there was the American Civil War, the Prussian- 
Austrian War of 1866, and the Franco-Prussian War of 1870. 
Immense loans were made in America and in Eiurope. There took 
place what might be called an epidemic of borrowing. The average 
annual total loans were about as follows: 1848-54, $96,000,000 a 
year; 1855-60, $240,000,000 a year; 1861-73, $960,000,000 a year; ^ 
1874-1912, $500,900,000 a year. It is to be remembered that a con- 
siderable portion of the debts in the later periods were for produc- 
tive piuposes such as railroads. The public debts of the countries 
under special consideration in this chapter in 1900, at the end of a 
long period of peace, compared with the debts in 191 2, were sub- 
stantially as follows: 

PUBLIC DEBTS IN 1900* AND 1912 



United States.... 
United Kingdom. 

France 

German Empire. 

Pniaiia 

Austria 

Hon^uy 

Russia 

Italy 

JapM 



Total debi 



Dtbt 
per capila 



1900 



$1,403,638,073 
3,0x9,008,154 

S.X93.834.S20 

569,062,987 

1,582,003,200 

1,720,502,400 

886,080,000 

3,i48,8oo/)oo 

a,8ia,8oo/)oo 

a53>934r40O 



$18. IS 
73.80 

135-36 
zo.xo 
45. 00 
66.46 
46.56 
24.48 
80.40 
5.80 



TaUUdAi 



Debt 
per capita 



igia 



$1,026,686,026 
3,479,070,854 
6,343,622,400 
1,165.166,400 
2,225,2x4,264* 
2,494,228.800 
1,318,569,600 
4,538,654,400 
2,578,435.200 
1, 25X ,3x6,800 



$ X0.76 
76. X9 

159. 95 
17. 62 
55.40* 
86.02 
62.08 
97.03 
73.61 
23.93 



* Population December x, 19x0 (Statistkal AhOraafor Foreign Cctmtries, p. 8). Debt 19x2 (StaUsHs- 
dks JaMmch [Berlin, X913I, p. 346). 

These figures show fairly recent changes in the debts of the vari- 
ous countries under special consideration. 

The debt charges have not always varied in direct proportion to 
the size of the debts themselves. This is owing prin- changes in 
dpally to a change in the rate of interest. There have ^^^ charges 

1 Journal of the Royal Slaiistical SoUdy, March, 1874, pp. 2-3. 
* Encydofatdia BrUannica (nth ed.» i9xx)» vol. xix, p. 269. 
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been many conversions, especially in English and American debt 
history and some forced reductions in interest, as in the cases of 
France in early times, Austria, and other countries. We will take 
up this question when dealing with the debt histories of the sepa- 
rate countries. 

We have outlined the relations between the population, re- 
sources, and debts of the leading civilized nations of the world. 
We will take up now their debt history or record of 
good or bad faith. When it is remembered that there 
is no legal method of collecting a national debt or the interest on 
it against the will of the nation indebted, the importance of a 
nation's record becomes apparent. 

Of the nations under special consideration, the debt history 
which goes back the farthest is that of France. Although there are 
records of earlier royal borrowings, the foundation of 
the French national debt was laid early in the fif- 
teenth century.' Later Francis I (1515-47) obtained various sums 
through the city of Paris, which kept a list of the creditors and 
distributed the interest.* Part of this money he borrowed for his 
ransom. An extensive revision of the debt was carried out by Sully 
in 1604. Other attempts were made by Mazarin and Colbert." 

Throughout French debt history, owing partly to the various 
forced reductions and conversions, particularly in early days, and 
partly owing to lack of clearness in the records, the facts are very 
difficult to establish. Viihrer has described the history of the vari- 
ous French loans previous to the nineteenth century as "a history 
of bankruptcies." * All forms of loans were tried and all possible 
methods of evasion were used to escape payment. There were 
forced reductions and debasements of the currency. To costly 
wars and internal disturbances was added ignorance of financial 
and economic conditions. 

Louis XIV spent great sums in war and in building Versailles. 
In this reign, the interest on the debt was reduced to 4%.* At the 

• Eticydopadia Britannica (nth ed., iQio), vol, X, p. 794. 
' C. F. BasUble, Public FinoHCt (1895), p. 576. 

■ Encydop(tdia Britannita (nth ed., 1910), vol. X, p. 794, uid Butable, PuUk 
Pittance (London, 1S95), p. 596. ' VUhier, vol. I, p. aio. 

* Leone Levi, Jountal oj Iht Royal SlaUttkat Soddy (London, 1861), vol. xxv, 
p. liT, MulhaU (1899), p. 164. 
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■ death of Louis XIV, in 1715, the capital of the debt amounted .to 
about $595,200,000. This was arbitrarily reduced by the Regent in 
1716 to about $384,000,000.* The debt increased with John Law's 
State Bank and through his schemes for the creation of paper 
money. In i72i,by aseries of measures both violentand arbitrary, 
the debt was reduced by half. In 1764, the Comptroller-General 
de Laverdy "so reduced the capital of the debt as to cause a new 
bankruptcy." * After this reduction, the debt amoimted to $460,- 
200,000 and the annual charge to $18,135,000.' In 1784, a sinking 
fund was established, but soon after was suppressed. 

During the convention and revolutionary periods, "the famous 
assignats and all kinds of government papers were issued of fabu- 
lous amounts and utterly worthless." * The public debt was consoli- 
dated in August, 1793. The use of paper money and forced loans, 
however, destroyed any benefit that might have been obtained.' 
In 1798, Napoleon introduced a proper system of finances, but did 
not recognize the debt incurred during the Revolution, All per- 
petual and life annuities, old and new, were changed for two thirds 
ol the amount into notes called delte publigue mobilisee — exchange- 
able for land — and one third was entered in the Grand-Livre 
under the title of tiers consolid4. The two thirds exchangeable only 
for land soon lost all value and the one third became the origin of 
the present national debt of France." After some reductions for 
confiscations, the balance in annual interest was ascertained to be 
about $7,680,000, representing a capital debt of about $153,600,- 
000. As illustrating French credit at this time, a price of seven 
francs per cent for the $% rentes is interesting.^ The financial 
administration of Napoleon I had two great merits — (i) it refused 
to issue inconvertible paper money, and (2) it refused to meet war 
ejqsenditure to any large extent by borrowing.^ It made up the 
deficiency by levying contributions on other nations. The debt at 
the close of the First Empire, including floating debt of about 
$96,000,000, amounted to, say, $339,096,000.' 

R. Dudley Baxter, NoHonat .Defilt (Lcadmi, 1871), p. 4Q. 

Levi, vol. XXV, p. 3aj. ' Bastable (1895), p. 597- 

Levi, vol. XXV, p. 332, • Bastable (1895), p. 597. 

Levi, vol. XXV, p. 331. See also lothCensuaof the United States, vol. vn, p. 969. 
Baatable {189s), p. 597- 
' Annuaire SlaSiilique (1911), p. 74*. * Bastable (iSgs), pp. S97~q8. 

■ Buter, Natiomil Dtbis (iSrO. P- 50. 
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The Government of the Restoration was obliged (i) to meet the 
war indemnity levied on France by the Allies; (2) to compensate 
the emigres or dispossessed proprietors; and (3) to take up the bal- 
ance of the imperial outlay or deficits. These problems were 
handled with honesty and firmness. The Government refused to 
repudiate. To meet these expenditures, the Government between 
1815 and 1830 made a net increase in interest on the debt of about 
Si9,20o,ooo, representing a net capital increase of about $432,000,- 
000.' It was in 1825 that the 3% rentes were created.^ The French 
debt in 1830 is given by Baxter as amounting to about $680,- 
496,000.* 

The Orleanist Government began its career by borrowing. It 
created loans to clear off deficits, to prepare for war, and to carry 
out public works. During this period, however, the redemption of 
the debt was carried on. These were years of profound peace, dur- 
ing which the public credit stood high.' The debt in February, 
1848, according to Baxter, amounted to about $873,600,000.* The 
price "of the 5% rentes in 1844 reached 126.30.' 

The Second Republic added about $10,176,000 to the interest 
charge, and brought the total charge up to nearly $44,160,000 a 
year. This was a time of hazardous experiments on the part of the 
provisional government and of complete disorganization of the 
financial system.' During this period, there were forced "con- 
veraons" or arbitrary reductions of interest.^ By loans, consolida- 
tions, and an indemnity for the emancipation of slaves, the Second 
Republic raised the capital of the debt to about $1,177,200,000." 
In 1848, both the 5% and the 3% rentes sold at the lowest prices 
ance the close of the Napoleonic wars. The 5% rentes were quoted 
at 50 and the 3% rentes at 32J."* 

Under Napoleon HI, even from the time of his presidency, 
"debts were acctunulated as never previously." The apparent 

' Bastablc(i895), pp. 598-99, Baxter (1871), p. ji. 

* AnnuaiTC Slatiitigiui ([gii), p. 74*. 

* Batter {1871), p. 51. (In all Boiler's figures of the French debt after 1798, the 
rinking fund is excluded, but the caution money and floating debt arc included.) 

< Bastable (189s), p, 599. ' Baiter (.871), p. S<- 

* Anmmire Slathti^uc (igii), p. 74*. ' Bastable (iSgs), p. 599. 

* Frands W. Hirst, The Credit of Nalktu (National Mcoetaiy Commissioii, 
Wuhington, 19T0), p. 84. 

* Butcr(i87t), p. 51. " AnnuairtStatiilique (igii), p. ji'. 
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decrease between 1866 and 1868 was fictitious — caused by manip- 
ulating the accounts.^ Through continued deficits and the Cri- 
mean, Italian^ and other wars, Prance again heavily increased its 
debt.* The total cost of the Crimean War to France was about 
$316,800,000, of which about $295,200,000 was added to the debt. 
Further loans were issued much imder par for the Italian War and 
the Mexican Expedition. The total addition to the debt between 
1852 and July, 1870, was represented by an interest charge of about 
$24,768,000. The total annual payment had risen to about 
$69,120,000 and the capital to a little less than $2,304,000,000. 

The Franco-Prussian War was as marked in French debt history 
as the war with Napoleon I in the case of the English debt. In 
addition to the expenses of carrying on tte war, there was an in- 
demnity of about $960,000,000. The total expense of the war has 
been estimated at about $1,886,400,000, of which about $1,632,- 
000,000 was raised through loans.' As showing the effect of the 
Franco-Prussian War on the credit of France, it is interesting to 
note that the 3% rentes sold in 1870 at a high price of 75.10 and 
in 1871 at a low price of 50.35.* 

After the war, there were fresh loans. for public works and to 
meet budget deficits. There had been in 1862 a conversion of the 
debt which had reduced the interest, but had increased the capital 
by about $307,200,000. There were also conversions in 1883 and 

1894.* 

The French debt in 191 2 was the largest in the world and nearly 
twice that of Great Britain and Ireland. The "falling-in" of the 
railway property, referred to earlier in this chapter, will lessen 
considerably the burden of the debt. Baxter in 187 1 estimated the 
French debt charge,* compared with the national income for differ- 
ent periods, as follows: 1818, 3.5%; 1837, 2.3%; 1870 (before the 
Franco-Prussian War), 2.3%; after the war, about 5%.^ These 
percentages compare with our figure of 4.07% in 1912. 

* Tenth Census, vol. vn, p. 270. • Baxter (1871), p. 51. 

' Bastable (1895), P* ^oo- ^ Annuaire Stalistique (1912), p. 75*. 

* Bastable (1895), pp. 600-01. There was a successful conversion in 1852 by which 
a large amount of 5 per cents were converted into 4}% stock with a considerable 
saving in interest to the State. (Hirst, Credit of Nations^ p. 93.) 

* The French debt change for 1870 includes railway guarantees and the bridge and 
canal fund. (Baxter [1871], p. 53.) 

» Baxter (1871), pp. 55-57. . 
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After France, the debt history of England or of the United 
Kingdom is older than that of any other country under special 
consideration. In 1672, the Exchequer was closed by 
Charles II, and about $6,376,924, which had been 
advanced on the credit of suppUes voted by the House of Com- 
mons, was seized. Later this so-called "bankers" debt was con- 
solidated with other debts and interest paid at the rate of 6%.' 

The British debt began in earnest after the Revolution of 1688 
and with the wars of William HI against France,' The principal of 
the debt at the time of the Revolution has been given as about 
$3,188,462.* The first loan raised by William IH was for four years, 
with interest partly at 7% and partly at 8%, and was a charge on 
certain excise duties,* The debt at the Peace of Ryswick (1697), 
exclusive of annuities, amounted to about $103,275,562. During 
the five years of peace which succeeded, nearly one quarter of the 
debt was paid off,' 

In 1711, there was established the celebrated South Sea Com- 
pany, which has a curious connection with the history of the 
English debt. This company was formed to assist the Govertunent 
in its financial operations. On government obligations amounting 
to about $43,200,000, little or no interest had been paid. The secu- 
rities were greatly depreciated. The South Sea Company was em- 
powered to receive these obligations as subscriptions for its stock. 
The amount of the stock thus created was about $44,054,246, 
which in 1715 was increased to about $48,000,000 by the addi- 
tion of certain arrears of interest,* The wars of Marlborough 
under Queen Anne raised the debt at the time of the Peace of 
Utrecht, in 1713, exclusive of interest and annuities, to about 
$250,297,742.^ During this reign, the system of raising money by 

• RohenJiamihon, An Inquiry contemitig The Rhc, Pragrtss, Redemption, Prtitnl 
SUiU. and Miaasemenl, of the Xolionoi Debt 0} Crtal Britain and Irtland (3d ed.. en- 
Utgcd, Edinburgh. 1S18). (In Samuel Jones Loyd, Select Collection of Scarce -ind 
VaiuabU Trads aad Other Puliicotiimt m the National DeU and Tkt Sulking Fund, 
[London, 1857!, p. 474.) 

' Butcr(iS7i), [^. 7-8. 
' Hamilton, p. 499. 

• Hid., p. 475. 

• Ibid.,p.4Qq. 

' Ibid., p. 478, and Feon's Compendium of Ihe Engtish and Foreign Fundi (glh 
ed., London, 1S67), p. 1. 

• Hamilton, p, joo. 
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mortgaging particular branches of the revenue was continued. 
Large amounts also were raised by annuities and by means of lot- 
teries. The debt created was considerably larger than the amount 
of money received,' 

The reign of George I marked an important recovery of national 
credit, owing to the conditions of peace and to economy. In 1716, 
there was established the first sinking fund, usually called after Sir 
Robert Walpole. In 1717, afternegotiations with the Bank of Eng- 
land and the South Sea Company, a general reduction in interest 
on the public debt to 5% was agreed upon. Ten years later, in 
1727, the Government arranged to reduce from 5% to 4% the 
interest on its debt to the Bank and to the South Sea Company; 
and in 1733, the Government made a similar arrangement with the 
East India Company. The irredeemable annuities also were con- 
verted into redeemable debt, and a reduction of interest to 4% was 
agreed upon for this new capital. At the end of the reign of George 
I, the total debt, funded and unfunded, was estimated at about 
$249,600,000 and the charge for interest at about $5,844,245.^ 

During the first part of the reign of George 11 (1727-60), under 
the wise administration of Walpole, peace and financial progress 
continued. In 1739, however, there began a long war, first with 
Spain and afterwards with France and Spain together, which even- 
tually added some $144,000,000 to the national debt. Even under 
these conditions the Government was able to borrow at from 3% 
to 4%. In 1749, a law was passed providing for an important con- 
version of the public debt. All the public creditors who had been 
receiving interest at the rate of 4% were to have the rate reduced 
after December 25, 1750, to zi%i until December, 1757, and after 
that date to 3%. Most of the creditors ultimately accepted this 
offer, and those who refused were paid off. Debts originally con- 
tracted at 3% were united in another fund called the 3% consoli- 
dated annuities. This latter operation was the origin of the 3% 
consols. It is a startling fact that British credit at this time stood 
as high as it did in 1910-12,* 

The debt in 1756, at the beginning of the Seven Years' War, 

• Hirat, The Credit of Nalioiu, pp. 15-16. 

' Ibid,, pp. 16-17- For an aecomit of Sir Robert Walpole's Sinking Fund, see 
Hunilton, pp. 526-30. 

• /Wd,, pp. 17-13. 
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exclusive of interest and annuities, was about $356,794,334.' 
About $288,000,000 was added to the debt by the Seven Years' 
War, which was far more costly than its predecessors; and 3 per 
cents fell far below par.' The principal of the debt at the Peace of 
Paris in 1763 was about 5666,554,064. After a considerable reduc- 
tion during the years of peace, the debt stood at the beginning of 
the American War, in 1775, at about $617,201,448 of principal and 
about $21,463,541 of interest and annuities.' By this time it was 
clear that the national debt was growing at a dangerous rate; and 
it had all been spent on war. From a financial point of view, how- 
ever, the war with the American colonies proved more disastrous 
than any of its predecessors. This was partly owing to the mis- 
management of the finances. In 1781, a funding operation was put 
through by which about $100,800,000 was added to the capital of 
the debt and only about $57,600,000 reached the Exchequer. The 
credit of the country went from bad to worse. In August, 1774, 
before the beginning of the American Revolution, 3% consols had 
stood at 89. They had fallen more or less steadily during the war, 
until at the surrender of Lord Comwallis they were quoted at 54.* 
The debt at the Peace of Versailles in 1 783, which ended the Ameri- 
can War, stood at about $1,199,287,814 of principal and about 
$45,368,506 of interest and annuities. 

At the beginning of the French Revolutionary wars in 1793, the 
principal of the British debt, according to Hamilton, stood at 
about$i, 171,769,448.' In September, 1815, — before the Peace of 
Paris which closed the Napoleonic wars, — the principal of the 
debt, including apparently floating or unfunded debt, amounted 
to the enormous siun of $4,132,987,435, and interest and annuities 
to $156,698,966, or a total, funded and unfunded debt, of about 
$4,289,686,401.' In the opinion of Professor Levi, England would 
have done better to have fought the Napoleonic wars more with 
taxes and less with borrowings.' A large part of this debt had been 
contracted at "ruinous rates," Between 1793 and 1815, on an 
average $830,40 of stock was created for every $480 of money 
obtained, so that the country really received only $1,627,831,200, 



L Hamilton, p. 500. 
Hirst, pp. 19-10. 
Feno C1867), p. 6, 



* Hirst, p. 18. 

* Hunilton. p. 500. 

' Levi (iSe^), p. 314. 



' nomilton, p. 500. 
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or $1,188,316,766 less than it engaged to pay.' Between 1800 
and 1810, taxation amounted to nearly 35% of the estimated na- 
tional income.* In 1816, the charge for interest was more than half 
of the whole public revenue from taxes. The national credit was 
much impaired. During the French wars, the price of 3% consols 
fluctuated between a maximum of 73 and a minimum of 4,7.' In 
June, 1815, the month of Waterloo, the lowest price reached for 
consols was 53^.* 

After Waterloo, the condition of Great Britain was very bad and 
the financial recovery slow. In 1822, Vandttart introduced a 
scheme which led to the conversion of the 5 per cents with a large 
saving of interest and which also provided for the establishment of 
a real sinking fund. This was created through making provisions 
for net surpluses in the revenue and applying the same to the reduc- 
tion of the debt — the only sort of national sinking fund which 
means anything.* Between 1823 ajid 1832, consols fluctuated be- 
tween 72 for the lowest and 97 for the highest." The amount of the 
debt in 1854 as given by Baxter was about $3,842,400,000, a con- 
siderable reduction from the debt at the close of the Napoleonic 
wars. The Crimean War which lasted about two years (1854-56) 
raised the debt, including annuities, to about $4,003,200,000,^ The 
low point for consols during this period was 8s| in March. 1854.^ 

In the next twenty-one years, about $336,000,000 of debt were 
extinguished; and in the twenty years after 1877. the reduction 
amounted to about $590,400,000.' These relatively large reduc- 
tions of debt, combined with generally favorable financial condi- 
tioaSf led to the record high price for British consols on July i, 
1896. At this time, as 2f per cents, they sold at 114, or on an in- 
come basis of about 1.95%.'° In 1899, the debt stood at about 
$3,048,000,000." 

From this figure in 1899, the lowest point in the British debt 

' Levi {i86»), pp. 315-16, ' Ibid., p. 319. * Hirst, p. 21. 

* Messrs. Frededc C. Mathieson & Sons, London, England; enclosed in letter 
dated April iq, igij. 

' Hirst, p. II. ' Mathieson letter dated April 39, 191J. 

' Baiter ( 1871), p. 9. ' Mathieson letter dated April 29, 1913. 

* Hirst, p. 71. 

"• Figures (mm F. C. Mathieson & Sons. This yield is allowing for loss, if ledeemed 
U due date (1923) at par, and for a reduction of interest in 1903. 
" Hirst, p. 13. 
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once the Napoleonic wars, the national debt rose in consequence 
of the Boer War to $3,374,400,000 in 1901 and to $3,830,400,000 in 
1903. This was the largest debt since 1867, "so that the national 
savings of thirty-six years of peace were swept away by national 
borrowings during three years of war." ' In the opinion of Mr. 
Hirst, editor of the "London Economist," more immediate injury 
was done to British credit by the dnancial pohcy which preceded 
the war than by the actual outbreak and carrying on of the war. 
The increasing expenditure before the war, the mismanagement of 
the sinking fund, and the apprehension of trouble in South Africa 
led to a greater fall in consols than did the actual outbreak and 
progress of the war.' Between March 31, 1906, and March 31, 
1909, with Mr. Asquith as Chancellor of the Exchequer, the na- 
tional UabiUties were reduced by about $201,600,000.* In spite of 
this fact and owing probably to general financial conditions, the 
price of consols continued to sink until they reached a figure of 
72J on October 14, 1912.* 

Baxter has estimated the percentage ' of debt charge to national 
income of Great Britain and Ireland at different dates as follows: 
1700, 2.3%; 1712, 4.5%; 1736, 2.3%; 1784, 6.2%; 1815, 9%; 1843, 
5-5%; 1870, 2.8%. These compare with our figure of i.og% in 
1912. 

As Professor Bastable remarks, the growth of the English debt 
has been due altogether to war expenditure. It is all what may be 
called a "dead-weight" or unproductive debt.' Writing in 1895, 
Professor Bastable considered that the reduction in the English 
debt during years of peace had been far from satisfactory. He held 
that the continued existence of such a big debt must be attributed 
largely to financial weakness.^ At the same time, while the British 
debt up to 1912 had not been reduced to the extent that it might 
have been, the burden of the debt, owing to reductions in interest 

' Bint, pp. *4-i5. ' Ibid., pp. a3-»4- 

* /bid., p. 15. {For the various conversioiu of the EDgliab debt and (or ihe history 
of the sinking fund, see Hirst, pp, 26-39.) 

' Figures from F. C. Mathicson St Sons. 

' In estimating the debt cliarges From 1784-1870, Baiter basdeductedtheamouDtt 
eBlimated as paid (ot reduction of capital. {Baiter, National Debts, p. 18.) 

* With the eiccptioQ of "Other Liabilities," which represent loostly productive 
objects. (Sla4tstnati's Tear-Book [LondoD, igij], p. 4g.} 

" ^6(1895), p. S94- 
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and to the great increases in national wealth and national income, 
was becoming steadily less. The great European War will add a 
new and extremely interesting chapter.^ 

If we follow the historical order, the debt of Austria probably 
should be considered next. The financial and debt history of Aus- 
' tria is far from pleasant reading. From the latter part 
I of the eighteenth century until the latter part of the 
I nineteenth century (say, 1789-1870), there was not a year in which 
I the revenue of the State equaled its expenditure. In 1763, at the 
end of the Seven Years' War, the capital of the debt, according to 
Baster, was about 572,000,000. In 1789, it had increased to about 
I $168,000,000. Duringthedisastrous wars of the French Revolution 
and of the First Empire, the debt increased rapidly. Inconvertible 
r bank-notes were issued on a large scale.' From 1799, the bank-bills 
I fell lower and lower until they sank to about one seventeenth of 
their normal value. An imperial mandate of February, 1811, con- 
tained these words: "I give my imperial word that the bank-bills 
shall never be reduced in value." ' March 26, six weeks later, the 
Government reduced the value of the paper money, which had 
increased to $515,849,000, to one fifth of its previous amount. By 
this process the paper money was reduced to 8103,169,800. This 
was increased again in 1816 to $310,969,350. The new paper 
money soon fell to one quarter of its nominal value — thereby 
making the total loss nineteen twentieths. The owner of what 
had been originally S48.67 really possessed but the value of S2.40.* 
The total Austrian debt in 1811 was about $392,570,822. The 
wars of 1813 to 1815 required fresh sacrifices. There was also ex- 
travagance on the part of the Government. In order to get rid of a 
burdensome floating debt, new operations were begun in 1816 
nearly equal to a second bankruptcy. The owners of paper money 
were given the option (i) of exchanging it for two sevenths of its 
value in bank-notes and accepting State paper at 1% for the re- 
maining five sevenths; or (2) of exchanging the paper money for 

> For detailed official history of the British oatioaal debt sec : Nalioiud Debt Ristory 
ef lilt Early Fears oflht Funded Debt from i6g4 to 17S6 (Londoo, 1898); Nalionai Debt; 
the report by the Secretary and Comptroller-General of the Proceedings of the Com- 
misfioners for the reduction of the national debt from 1786 to 31st March, 1S90 
(LondoD, iSqi). 

» Buter (1871}, ?• 65- ' Tenlh Census, vol. vn, p, 375. * Ibid. 
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shares in the newly established "National Bank."' In 1820, 
according to Baxter, the debt amounted to about $473,760,000.^ 
Between 1820 and 1840, loans followed one another rapidly — in- 
cluding lottery loans. The Mettemich system, adopted from 181 1 
to 1840, increased the debt so that the annual interest rose from 
$3,747,205 to $19,806,665. After the pressing financial embarrass- 
ments in 1846 and 1847, the Revolution followed in Vienna, Hun- 
gary, and Italy in 1848. Paper money again was issued to an enor- 
mous extent.' Baxter speaks of the successive deficits as ha\'ing 
brought the debt in 1848 to about $600,000,000.* 

The wars with Hungary, Italy, France, and Prussia and the 
large mihtary estabhshments in the intervals caused an enormous 
increase in the Austrian debt, and raised it in 1868 to about $1,444,- 
800,000.* Writing a few years earlier. Professor Leone Levi spoke 
of the financial condition of Austria for a long series of years as 
" ruinous in the extreme." * 

At one time the Government unfairly reduced the interest on the 
debt to one half its original percentage, and then forced creditors 
to contract a further loan under threat of loss of their previous 
claim.^ Mulhall gives the combined debts of the Austro-Hungarian 
Empire in 1875 and 1889: 1875, about $1,948,800,000; 1889, 
$2,785,920,000,* 

Comparatively recent large additions to the Austro-Hungarian 
debts have been made for the acquisition of state railways and for 
public works.* Baxter has estimated the percentage of debt charge 
to national income for Austria at different periods as follows: 
1815-20, 1.8%; 1837-43, 2.2%; 1868-70, 2.2%." These com- 
pare with our figure in 1912 of 3.76%. Since the beginning of 
the present war, Austria has refused to pay interest or princi- 
pal of notes held by citizens of enemy countries. Later on in this 
chapter, we give highest and lowest prices of Austrian rentes by 
ten-year periods from 1873 to 1912 inclusive. 

' Tatik Census, vol. va. p. 375. ' Baxter (187O, p. 6$. 

* Tenth Census, vol. va, p. J7S- * Baxter (1871), p. 65. 

* Ibid. 

* Journal of Ike Rpya] StolistiaU Society (1861). vol. xxv, p. 317. 

' TentM Census, vol. vn, p. ns- ' Mulhall (1899), p. »67. 

* Hitst, p. g. See also Eruydopadia Britamaca (nth ed., 1910), vol. n, p. gji; 
vol. xm, pp. 899-900. 

" Bftitci, pp. 89-ga. 
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The debt of what is now the United States originated during the 
American Revolution.' In July, 1776, Silas Deane, political and 
com mercial agent for the United States in France, 
met/Caron de ^aumarchais7) who had induced the 
French king to aid the American colonies — perhaps partly in 
revenge for the loss of the great French Empire in America in the ' 
Seven Years' War. Apparently $195,000 had been advanced by 
the French Treasury, June 10, 1776. Later, Eeaumarchais ar- 
ranged, under the guise of an ordinary commercial contract, to 
furnish the colonies with arms, ammunition and supplies. This, 
with the eariy domestic loans of the Continental Congress ' and 
the loans of the separate colonies or States for war purposes, was 
the origin of our national debt.' 

The first foreign loan negotiated by the Conrinental Congress 
was obtained in 1777 from the "farmers-general of France," a 
private corporation engaged in the collection of the national reve- 
nue of France. Up to that time the expenses of the Revolutionary 
Government in Europe had been met by small subsidies from 
France and Spain and by such remittances in specie as could be 
spared from home.* From 1778 to 1782 various sums were ad- 
vanced or loaned the United States by France. A contract for the 
repayment of these sums was drawn up and dated July 16, 1782. 
The total amount — $3,510,000 — was to bear 5% interest and to 
be repaid in twelve annual payments of about 8292,500 each, be- 
ginning the third year after the conclusion of peace. The arrears of 
interest to the date of the contract and then to the date of the 
treaty of peace were to be made a gift by France.* Although peace 
was made in 1783, the repayment actually began in 1791, and was 
made to the Revolutionary Government of France. The last 

' From ihe close of the seventeenth and the early part of the eighteenth century 
until the lime of the Revolution, Massachusetts, South Carolina, New York, and 
other colonics had outstanding at times varying amounts of so-called bills of credit or 
paper money. For the history of these issues, see Horace White, Mency iind Banking 
(Boston, 1903), pp. 103-114- 

' After March i, 1782, interest on the domestic debt was not met, and certificates 
of interest indebtedness, receivable for taxes by the States, were issued. (Davis R. 
Dewey, FinanciaJ Hislory of the Vnittd Stales [New York, 1915], p. 46.) 

' Rafael A- Bayley, The National Loans oj Ihe Vnittd Stairs from July 4, 1776, lo 
June JO, iSSo. Tenth Census, vol. vn, pp, ipij-joi- Davis R. Dewey, Financial His- 
tory of the Untied Stales (New York, 1915), pp. 45-47. 

• Tenth Census, vol. vn, p. 304. ' Ibid., p. 305. 
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payment was made in 1795, at which time the small balance due 
was converted into 5^% stock. All this loan was repaid,' 

The Unancial situation of the Continental Congress was at its 
worst in 1779 and 1780. Over $200,000,000 in Continental cur- 
rency had been issued — which in 1780 "quietly expired in the 
hands of its possessors." The army was badly in need of food and 
clothing.* In 1781, a loan of $1,950,000 was obtained in Holland 
on the credit of France.' This loan was provided for in the contract 
drawn up July 16, 1782, — signed by the Comte de Vergennes and 
Benjamin Franklin.* The repayment of the principal of this loan 
was begun in 1792, and a small unpaid remainder ($176,000) was 
converted in 1795 into 4^% stock. Later this stock was redeemed.' 
In r783, another loan was obtained from France; and between 1783 
and 1794, eleven loans were raised in Holland and one in Antwerp 
(1791). These loans were all repaid in fuU.' 

On assuming the position of Secretary of the Treasury, in 1789, 
Alexander Hamilton found himself temporarily without funds to 
meet the ordinary expenses of the Government. Under these cir- 
cumstances, he decided to negotiate temporary loans with the Bank 
of New York and the Bank of N'orth America. These loans were all 
repaid by 1790.' 

The indebtedness of the United States at the organization of the 
present form of government, including arrears of interest to Janu- 
ary T, 1790, was: — 

Principal of loretgn loans tio,og8,7o6.oi* 

Balance due France fw military aup|dies 34>33).86 

Airean of interest to January i, 17^ 1,760,277.08 • 

Debt due foreign officere 386,088.78' 

Arrears o( interest to January i, 1790 11,119.32 

Principal of domestic debt (estimated)., 28,858.180.65 

Arrean of interest to January t, 1790 ii^j98,6ir.8o 

Arrears and claims against the late government outstanding and 

BubtequcnUy discharged 4SO.3055 ^ 

Total debt of the United Statei January i, 1790 ls»,788,722,o3 

' Tmth Cmsui. vol. vn, p. 306. ' Ibid. See also Dewey, pp. 36-41. 

' There was also in 17S1 a smalt loan or advance of moneys from Spain. The 
Spanish debt — ti74,oii — *»» npaid in 1792-93. (Tenlk Cmui, voL vn, p. 306.) 

' Tenlk Cauus. vol. Vn, p. 307, • Ibid., p. 308. 

' Ibid., pp. 309-)!. ' Ibid., pp. 3it-i4. 

' Not only had the Um'ted States been delinquent In the pajTnent of interest 00 the 
foreign loans for periods varying from four to six years, but it had failed to pay the 
installments of principal which began to be due in 178;. (Dewey, p. 89.) 

> Part oi the amount due ioreign officers who had fought in the Revoliitioa wu 
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To this total should be added the debts of the several States — 
estimated by Alexander Hamilton at that time to aggregate about 
$25,000,000. 

There were two kinds of debt about the settlement of which there 
was no dispute: (i) the foreign debt loaned in gold on the faith of 
the Continental Congress; and (2) paper money issued by Congress 
and by the several States. The foreign debt was paid in full; the 
paper money sank to no value and passed out of circulation.^ 

By an act approved August 4, 1 790 (Acts of ist Congress, Session 
2, chap, xxxiv, I Stat. L., p. 138), provision was made for the 
payment of the debt of the United States. Section 2 of this act 
authorized a loan of not over $12,000,000, to be applied to the pay- 
ment of principal and interest of the foreign debt. Section 3 author- 
ized a loan to the full amount of the domestic debt, payable in certi- 
ficates issued for the said debt according to their specie value and 
computing the interest upon such as bore interest to December 31, 
1790.^ Section 13 authorized a loan of $21,500,000 to take care of 
the debt incurred up to January i, 1790, by the respective States 
for the expenses of the war. Section 21 pledged the faith of the 
United States to make good any deficiencies in income necessary 
for interest on the debt, and section 22 provided for the creation of 
a sinking fund from the proceeds of the sales of western lands. 

The evidences of the domestic debt and of the debts of the sev- 
eral States were taken in exchange on a basis which resulted as 
follows: In the case of the domestic debt, the National Government 
paid the interest immediately, on two thirds of the principal only, 
at 6%; it deferred interest on the reniaining one third for ten years; 
and it allowed 3% interest on the arrears of interest — making up 
nearly one third of the whole debt. In assuming the debts of the 
various States, the Government paid immediately interest at 6% 
on four ninths of the entire simi; on two ninths it deferred interest 
for ten years; and it allowed only 3% on three ninths.' The amount 
of State debts actually assimied was $18,271,786.47.* 



in cash in 1783 and part in 6% certificates of indebtedness. By 1803 most of 
these certificates had been redeemed and by 1828 all. (Tenth Census, vol. vn, p. 322.) 

* Tenth Census, vol. vn, p. 325. 

* This section also authorized refunding United States bills of credit or Continental 
cnrrency on the basis of $100 of currency to $1 of q)ecie. 

* Alexander Hamilton, Works (185 1), vol. iv, pp. 251-53. Dewey, p. 95. 
^ r«fi/A Cmntf , vol. vn, p. 337. 
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By aD act t£ August o^. J79C (Artf; if :at Cans^Bs. SaBon 2. 

delii b y purdiase at 2xiai^et pikx; — mH oxeediDg par or the tme 
mlut tittSfsaf — iram ' tW px y r pVni; leve s iiu e dcsczved iram 'Sie' ^t»ff^»>«^ 
iiD XDO^Kxrls axtd the tamiagt: of idi^ nn^BEiek to Xtacndicr 5X, 
1790.^ This was iuUowird br ads a^ipiuvtsd KLEn- £u 3792. snd 
Mardb j, 1795. ^stabBdung a iaxmsil fixddzig imid.^ 

Od Januajy i. x6ox. the ddn of 1^ Xrnrtefl Sto^s stood M 
$60.038 «o5o.* Under Jefi«3»aD*§ adnilnkt.ig tiaiL -«& 
as Seczelan' cf the TrEasorr. i3ie puEqr di piAi&c 
vitb a lieir to the reductiuL cf l3ie ddTl and of timilinm took At 
fidd. The result mas a reJTffl.Tt at tV refhantannn oJ ddat laetippea aSoi 
and 1822. The net redactJan vas $38.000.000. fact liie loJ Ji iimmmI 
paid ofi vas laj^ger; lor thte Iximam2£ Po^ 
an iDcrease cf $12^5^.000 in llie]nddit£sdnes&.^ 

The iDcrease in tLe puhEc debt csoacd by the War cf i£i2 vas 
neaiiy $88,000,000.^ A coozizmtlee a ilie Hoose ctf Reprcsentatms 
estimated years af tcrvards that ^farmg this var the actual valiie 
in speoit oi the Treason' receipts ior orer $So.ooo..ooo par valiie 
of loans was only $34,000^000. As iDsstxating the cro& of the 
United States at this tune, a 69c ^<>^^ ^"^^ P°^ ^^^ n^ Aogasty 
1813, at 88}. Aftenft-aids porti<»2s of a 69c ^oxn were sold ais low 
as 65 measured in spede.* In January, 1S16, the debt stood at 

fc27,3j4;933'^ 
After 1822, oiftiag to constant suri^uses in the revenue, the 

reduction of the debt was rapid;* and in 1836 the United States 
for the first time in itb hhUjry was practicaDy out of debt. There 
was a small un[>ai<i balan^^, — $328,582.10, as estimated Decem- 
b<^r 8, 1835, — which remained unpaid solely because payment had 
not fjeen demanded. Umier an act of Jime 23, i836,^ suri^us reve- 
nue U) the amount of $28,101,644.91 was distributed to the several 
States."^ 

* Tenik Ceniuff vol. vii, p. 337. 

* Aru of 'n\ Omgrcw, SnMion 1, chap. 58, i Stat L., p. 281.* Acts of 3d CongreaB, 
Seii«i/in 2, I hap. 45, 1 Stat. L., p. 433, 

* tiHantiiU Hnview (191$), p. </>. ^ IIIr»t, p. 106; and Dewey, pp. 1x9, X3X, 124. 

* 'imth (*eHkUk, vol. VII, p. 35a. • Dcwcy, p. 134. 

' IHnantial Hfviww (1915), p. (/o. • Hirst, pp. 109-10. Dewey, pp. 170-71. 

* Ai Ik of 'i4lh dmntrm, Sc««i<m I, chap. 1x5, 5 Stat L., p. 53. 

^ T$9Uk C'ffflMI, vol. VII, p. 361. 
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In 1837, a year of general suspension of specie payments by the 
banks, Treasury notes were issued by the Government on a large 
scale. ^ There was a considerable deficit — amoimting in Septem- 
ber, 1837, to about $2,000,000. Further issues of notes were made 
from 1838 to 1843 inclusive, and longer loans were made in 1841 
and 1842. These, like the Treasury notes, were put out to take care 
of constantly recurring deficits and the constantly acciunulating 
debt* 

The net indebtedness created by the Mexican War (1846-48) 
was $49,000,000. AU the loans, bearing 6% interest, were floated 
at par or better.' Among these was a loan of $16,000,000 issued 
under an act approved March 31, 1848,^ to take care of deficits 
occasioned by the war.* 

\ On July 1, 185 1, the debt stood at $68,304,796. From that year 
it was reduced \mtil in 1857 the net debt — principal of the debt 
less cash in Treasury — was only $9,998,622. The panic of that 
year, followed by the failures of the revenue \mder a system of low 
tariffs, caused an increase in the debt imtil it reached $59,964,402 
on July I, i86o.* 

The Civil War bears much the same relation to American debt 
history as do the Napoleonic wars to British debt history. This 
great struggle caused an enormous increase in the debt of the 
United States; but owing to the great prosperity which foUowed 
the war, this large debt was reduced imtil it ceased to become 
much of a burden. In acts approved July 17 and August 5, 1861,^ 
Congress authorized a loan of not over $250,000,000 — the first 
important loan authorized to carry on the Civil War. There were 
issued imder these acts $150,000,000 Treasury notes bearing 7.3% 
interest and $50,000,000 twenty-year 6% bonds.® On December 30, 
i86iy the banks suspended specie payment and were foUowed in 

1 There had been considerable issues of Treasury notes during the War of x8z3. 
(See Dewey, pp. 136-37.) 

' Tenth Census, vol. vn, pp. 36z-€3. In 1841, the Secretary of the Treasury in- 
focmed Congress that during the previous four years, the expenditure had exceeded 
the revenue by $31,310,014. (Ibid,, p. 362.) 

' Dewey, pp. 355-56. * Acts of 30th Congress, Session i, 9 Stat. L., p. az^ 

' Tenlh Census, vol. vn, p. 367. 

* Financial Review (1915), p. 90; and Krst, p. in. 

' Acts of 37th Coni^ess, Session i, chaps. 5 and 46, 13 Stat. L., pp. 359, 313. 

* TenA Census, vd. vn, pp. 375-84* Dewey, pp. 276-81, 306. 
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this by the Government.* February 25, 1862, there was passed 
the famous Act ' authorizing among other things: (t) the issue 
of $150,000,000 legal-tender United States notes; (2) the issue of 
$500,000,000 6% bonds payable in twenty but redeemable after 
five years — familiarly known as the "five-twenties"; and (3) the 
creation of a sinking fund. Under this and later acts, there were 
issued something like $450,000,000 of legal-tender notes or paper 
money. There were also issued enormous amounts of short-term 
Treasury notes. Long- and short-term loans followed each other in 
rapid succession in 1863, 1864, and 1865. In July and August, 1864, 
the average price in gold of the paper money or "greenbacks" was 
thirty-nine cents on the dollar. On July i, 1864, the premium on 
gold measured in paper currency reached one hundred and eighty- 
A five per cent. The total effect of paper issues in increasing the cost 
of the war has been estimated at between $528,000,000 and $600,- 
000,000.* The following prices,* during the Civil War, of United 
States 6% bonds due in 1881 may be of interest: — 
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The debt reached its maximum on August 31, 1865, when it 
amounted to$2, 756,431.571.^ Of thegrossdebt,about$i,iio,ooc,- 
000 was funded debt, about $460,000,000 inconvertible paper, and 
about Sr , 276,000,000 floating debt. The cash reserves in the Treas- 
ury amounted to about $88,000,000.' The annual interest charge 
on the debt was about $151,000,000.' 

The problems which faced the new Secretary of the Treasury 
after the war were: (i) How to pay oft or fund the floating debt, 
and (3) how to provide a permanent scheme of debt reduction. 

> D«wey, p. i8t, * Aclsof j7th Congrcaa, Sesaoo a, chap. 33, 11 Stat. L.,p.^5. 
' Dewey, pp. 3S4-Q7 and 306. * Pmaitdal Rakic (igij), p. 91. 

* Ibid., p. go. 

~ BasUble (1S95), p. 606. Sec also Dew^, pp. 316-17 and 33^-33. 
" " 08M).p.6o7- 
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Soon after the dose of the Civil War, the revenues began to show a 
surplus over expenditures. This surplus was applied from time to 
time to the redemption of short-term obligations.^ Such portion of 
these obligations as could not be redeemed for lack of fimds was 
converted into five-twenty bonds as authorized by the Acts of 
March 3, 1865,* and April 12, i866.' In a little over two years, the 
floating debt was reduced to $408,000,000 and the inconvertible 
issues reduced by over $20,000,000, while new fimded debt to the 
amoimt of $686,000,000 in 6% bonds had been issued. These 
transactions were completed by May i, 1869.* The Government 
then began using the siuplus revenues in the purchase of its im- 
matured bonds at the market price in currency. It paid, in terms 
of gold, $307,702,207.64 for bonds so purchased. The average 
price in gold was $95.19.* R. Dudley Baxter has estimated the 
burden of the American national debt and the American state 
debts on the basis of annual debt charge to estimated annual in- 
come for 1868-70 at 2.7%.* 

Under Acts of July 14, 1870 ^ and January 20, 187 1,® there were 
authorized to be sold, at not less than par in coin, $500,000,000 
5% ten-year bonds, $300,000,000 4^% fifteen-year boi|^s, and 
$1,000,000,000 4% thirty-year bonds, the proceeds to be applied 
to the redemption of the war debt. The refimding operations imder 
these acts began in 1871 and continued imtil the simimer of 1879. 
A total of $1,395,345,950 bonds were refunded imder these acts; 
and the annual saving in interest to the Government was $19,900,- 
846.50. On January i, 1879, specie payments were resumed. As 
the remaining Civil War debt matured, it was either continued at 
a lower rate of interest or redeemed in gold. The continued bonds 
also were redeemed from time to time as the surplus revenues per- 
mitted imtil no bonds remained outstanding except those author- 
ized by the refimding acts. These last-mentioned bonds from 

1 US. Treasury DepartmerU, Circular 52 (Washington, 1913), p. 8. 
' Acts of 38th Congress, Session 2, chap. 77, 13 Stat. L., p. 468. 
' Acts of 39th Congress, Session i, chap. 39, 14 Stat. L., p. 31. 

* US. Treasury Department, Circular 52 (Washington, 1913), p. 8; and Bastable 
(1895), pp. 606-07. 

* US. Treasury Department, Circular 53 (Washington, 1913), p. 8. 

* Baxter, National Debts (1871), p. 92. 

' Acts of 41st Congress, Session 2, chap. 256, 16 Stat. L., p. 272. 

* Acts of 4i8t Congress, Session 3, chap. 23, 16 Stat. L., p. 399. 
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time to time were purchased with surplus revenues or redeemed 
as they became redeemable. The last of them — the residue of the 
4% bonds of 1907 — were called for redemption April 2, 1907, and 
ceased to bear interest July 2 of that year.' The redemption of the 
American Civil War debt has been regarded by experts as little 
short of astounding. It makes the reduction of the British debt in 
the hundred years after the Napoleonic wars seem relatively in- 
significant. The methods by which the United States reduced its 
debt have been criticized;' but the result everywhere has been 
admired. The United States paid off its Civil War debt in the 
wholesale, wasteful, unscientific, but effective American way. 
The following figures give an idea of the extent and rapidity of 
the reduction of the debt : — 

NET DEBT» 

July 1, 1865 ..$3,674,815,856 

July I, 1875 2,090,041,170 

July I, 1885 i,37S>3S2-443 

July I, 1893 838,969,476 

We Ijave closed the statement with 1893 because in the following 
year new borrowings began. 

The protective tariff, whether wise or unwise from any other 
point of view, undoubtedly was one of the chief factors which made 
possible the large reduction in the Ci\Tl War debt. The Wilson 
Tariff Act of 1894, on the other hand, combined with the effects of 
the panic of 1893 and the financial heresies which followed, led to 
a considerable enlargement of the United States debt. Between 
1894 and 1896, $262,315,400 of bonds were issued either to main- 
tain the gold reserve of the Treasury or to redeem obligations of the 
United States.* On July i, 1S96, the net debt stood at $955,297,- 
254, The war with Spain in 1898 brought the debt on July 1 , 1899, 
to a net figure of $1,155,320,235. From this date, there was a more 
or less steady reduction until 1908, when the debt stood at $938,- 
132,409.* Since then there has been a moderate increase in the debt 

• VS. Treasury Deparimenl. Cimilar 51 (Washington, ipijj.pp. 9-1 1. 

• BtuitcT (1871), p. 31, and Hirat (pp. ut-ij). • F'matKial Raiiea/ (1Q15), p. 90, 

• US. Treasury Dtpartnenl. CirciiJaT 5a (Washington, 1913), m>. it-ii. See also 
Dewey, pp. 445-55- 

' Finaiuiai Rmew (1915), p. 90. Dewey, pp. 465-68. 
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through the issue of bonds for the construction of the Panama 
Canal ^ and for the postal savings banks. As illustrating the high 
point which United States credit has reached, the Government was 
r able in 1 900 to issue 2% b onds at not less than par to refund issues 
bearing higher rates of interest.* These bonds were, to be sure, 
particularly attractive as a basis for national bank-note circulation. 
Their issue, however, together with the prices of all United States 
bonds for the past ten or a dozen years, showed the credit of the 
United States to be as high as, if not higher than, that of any other 
cation in the world. 

Russia, like Austria, has been a country of paper money and <A 
more or less continual deficits. Paper money was issued as early 
as the reign of Catherine II, under a manifesto dated 
December 29, 1768. At the death of the Empress, 
there had been issued assignats for $124,749,686. These became 
largely depreciated as compared with coin.* Mulhall gives the 
total debt of Russia in 1799 as about $225,600,000.* There were 
further issues of paper money during the wars with Napoleon and 
with Turkey- In 1810, the amount of the debt outstanding was 
estimated at $456,295,206. The Czar Alexander I declared the 
whole property of the State to be security for it. Three years of 
war— 1812-15 — required $253,058,000 above the ordinary ex- 
penditures. In 1815, the assignats were exchangeable for silver 
rubles on the basis of 418 to 100, After the Napoleonic wars, the 
amount of the state debt acknowledged was not much above 
$98,850,781, but the paper money in circulation amounted to 
something like $661,114,025.' 

Loans payable in paper — 6% at 83^ — were contracted at 
home in 181 7 ; in 1818, paper loans abroad were contracted with 6% 
interest at 85; in 1820, there was a sDver loan abroad with 5% in- 
terest at 72. For $31,632,250 of loans, the Government actually 
received only $22,933,381. Later further loans were contracted at 
77 to 77^. In 1813, the assignats or paper money in circulation 
amounted to $47i,32o,525.* In 1839, an attempt was made to 
restore the silver standard, and the exchange of the silver ruble for 

' US. Treasury Department, Circular s^ (Washington, 1913), pp. 16-17. 

* See Dewey, p. 471. • Tenth Census, vol, vn. p. Jj». 

• MulhaU C1899), p. jM. • Tenth Cctmim, vol, vn, p. 2ji. ' Ibid. 
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assignatswas fixed at 350.' Mulhall gives the total Rusalan debt 
in 1840 as about $720,000,000.^ In 1843, the former bank assignats 
were withdrawn entirely from circulation by the creation of impe- 
rial bills of credit, which, with the forced exchange, were to circulate 
equally with the silver ruble. There came into existence $131,160,- 
205 of such bills, with which the 461,496,035 assignats which were 
still current in 1843 had been redeemed. In this way was carried 
through the compromise of the debt.* 

The whole of the state property was to form security for the 
newly created imperial credit notes, and was to form sufficient 
capital for redemption. This state property was estimated at 
$3,063,903,399, but the redemption fund was not sufficient. 
Meanwhile the deficits in the state finances continued. In 1849, 
the paper money was reduced to $237,505,474. During the Cri- 
mean War, the issue of paper money increased greatly. In 1855, 
there were issued temporary bills of credit for "all the extraordi- 
nary expenses of the War"! The Treasury did not wish to increase 
taxes. The export of gold was forbidden, and the mass of paper 
money issued was to be called in within three years after the resto- 
ration of peace. As a matter of fact, however, the amount was not 
diminished until long after this.* Dudley Baxter estimated the 
Russian debt in 1858, two years after the Crimean War, at about 
$1,152,000,000.* 

In 1862, there was put out a silver loan to furnish means of re- 
storing a metal standard. The paper money was to be exchanged 
from May i. 1862, with a loss of io§%; afterward it was to be 
exchanged at a higher rate so that it should be at par by January 
I, 1864. A beginning was made, but the means available proved 
insufficient. By a decree of November 19. 1863, payment of the 
paper money again was deferred. The forced rate of exchange 
returned and with it the variation of the standards. The Russian 
state debt (or many years increased in a most serious manner. 
Deficits were becoming a permanent evil.' Mulhall gives the total 
Russian debt in 1875 as about $1,776,000,000 and in 1SS9 as about 
83,628,800,000. He gives the origin of the debt existing at this 
time as follows:' — 

' Tmlh Censtu, vol. vn, p. 371. ' Mulhall (1899), p. 366. 

' Tmlh Census, vol, vn, p. lit, » Ibid., pp. sjJ-rj. * Baxter (1871), p. 68. 

* Tenlh Ctatui, vol. vn, p. 173- ' Uulball (1899), p. 367. 
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Redemption of the serfs (1858-63) $408,000,000 

Railways and tel^raphs 816,000,000 

Crimean War 681,600,000 

Turkish War 638,400,000 

Smidries 1,084,800,000 

Total $3,628,800,000 

The Russo-Japanese War (1904-05) was responsible for a con- 
siderable increase in the Russian debt. This debt has been huge 
for many years; but the population and the resources of Russia 
have also been huge — although the latter still are largely imde- 
veloped. Baxter estimated the burden of the Russian debt, includ- 
ing railway guarantees, for 1868-70, on the basis of debt charge 
to estimated national income, as 2.5%.* Our figure for 1912, with- 
out deducting debt incurred for railways, is 2.77%. So far as the 
writer knows, Russia never has failed to fulfill her obligations to 
foreign creditors.^ As illustrating the fluctuations in Russian credit 
for the past forty years, Russian 4% railroad bonds (Nicolai) 
sold in 1877 — at the outbreak of the Turko-Russian War — on 
about a 6.49% income basis; in 1891, they had recovered to about 
a 4.06% basis; and in 1896, 4% railroad bonds sold to yield only 
about 3.76%. In 1907, after Russia's defeat by Japan, Russian 
4% rentes sold to yield about 5.89%. 

The Italian Republics, as we mentioned in our introduction, 
very early inaugurated the system of fimded debts. Early in the 
nineteenth century, the Kingdom of Naples was a large 
borrower in proportion to her means and developed 
a debt of about $120,000,000. The Kingdom of Sardinia before its 
era of annexation was very economical, and in 1847 had a debt of 
only about $24,000,000. The troubles of 1848 and the wars with 
Austria and Russia increased the debt by 1858 to about $192,000,- 
000. On the constitution of the Kingdom of Italy in 186 1, the con- 
solidated Italian debt,' including more than $120,000,000 for that 
of Naples, amoimted, according to Baxter, to about $403,200,000,^ 

* Baxter (1871), p. 92. * Tenth Census, vol. vn, p. 273. 

' A decree of July, 1861, for altering all former bonds into new 5% bonds for the 
purpose of the unification of the state debts affected the creditors of the former states 
in very unequal degrees, thoxigh generally very seriously. The market price of the 
older bonds varied greatly, but all were higher than the exchange for the new paper. 
(Tenth Census, vol. vn, p. 374.) 

* Baxter (1871), p. 58. 
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and according to Professor Levi, to about $432,000,000.' Thus 
Italy entered the family of nations burdened with a heavy debt 
in proportion to her resources, which at that time were compara- 
tively undeveloped.* 

From 1861 the debt increased rapidly. Mulhall* gives the total 
debt in 1870 as $1,598,400,000; in 1880, as $1,886,400,000; and in 
1890, as about $2,208,000,000. A considerable part of this increase 
was caused by continual deficits.' Mulhall gives the debt' about 
1890 as made up as follows: — 

Railways, about $384,000,000 

War and military expenditure 1,296,000,000 

Sundries 5 28,000,000 

Total $2,208,000,000 

The participation of Italy in the Triple Alliance and the ambi- 
tious colonial schemes under Crispi were responsible for a large 
part of the increase in the Italian debt and for the decline in her 
credit which at one time was so marked. In 1873, Italian 5% 
rentes sold to yield an income of about 7.80%, and in 1894, sold on 
about a 6.05% basis. Later, with the abandonment of her ambi- 
tious schemes of expansion, Italian credit recovered. In July, 1906, 
there took place a successful conversion of the 5% gross (4% net) 
and the 4% net rentes into jj% stock, to be reduced after five 
years to 3J%. The amount converted was about $1,555,283,486, 
and the saving in interest was about $3,840,000 per annum for the 
first five years and about double that afterwards.' In January, 
1913, Italian 3^% rentes sold to yield only about 3.65%. The na- 
tional debt of Italy ever since the foundation of the modem king- 
dom has been a heavy burden on the population and resources of 
the country. Deficits have been frequent and the burden of taxa- 
tion very great.' The interest on the debt has absorbed a large part 
of the government expenditure. Yet Italians have repurchased a 
large part of their national debt formerly held in other countries. 

At the death of Frederick the Great in 1 786, Prus^a not only had 

> Levi, Jeunml of Ike Royal SUiHsliMi SoHely (i86j), vol. xxv, p. 337. 

* Ihid. • MulhaU (1899), p. 268. ' Bfuter (1871), p. 58. 

* MulhaU (iS<)Q),p. 368. 

* Eneydotnrdia Brilcnnita (tith ed., 1911), viA. xv, p. 13. 

* ButaUe (1895). P- 6oj. 
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no national debt, but had about $52,500,000 in the government 
vaults at Berlin, which money afterwards was used in 
the wars against Napoleon L^ In 1800, the capital of 
the debt, according to Baxter, was only about $25,200,000. By 
1820, however, on account of the Napoleonic wars, it had risen to 
about $148,800,000. This debt weighed heavily upon a nation of 
10,000,000 to 11,000,000 people ruined by invasions and warfare. 
Yet in 1842, nearly $48,000,000 had been paid off, and the debt 
was reduced to about $100,800,000.* This was done through the 
sale of public property and through taxation. In 1848, the interest 
charge was only about $3,120,000.' 

After the Revolutions of 1848, a series of deficits took place 
which increased the debt rapidly. Between 1850 and 1864 a num- 
ber of loans were contracted for military preparations and for the 
construction of great lines of railway. These loans brought the 
debt in 1866 to about $201,600,000. The war with Austria brought 
the debt in 1870 to about $272,160,000, to which should be added 
the debts of the States annexed in 1866, amoimting to about 
$46,560,000 — making a total debt for Prussia and annexed States 
in 1870 of about $318,720,000.* The total debt of the German 
Empire and States in 1870 has been given by Baxter as follows: — 

Prussia and amiexed States $318,720,000 

Remaining North German States 137,760,000 

South German States 236,160,000 

German Confederate loans of 1867 and July and Decem- 
ber, 1870 127,680,000 

Total capital debt, German Empire and States, 

1870, about $820,320,000 

Of this total capital, about $327,912,000 represented expendi- 
tures for railways and public works, so that the imremunerative 
debt was only about $492,408,000. The total interest of the debt 
in 1870 was about $35,232,000. To take care of this charge, the 
German States had the net receipts of their railways and the pro- 
duce of the public mines and iron works, which in Prussia, Saxony, 
and other States balanced the interest of the debts.* The accom- 

* TefUh Census, vol. vn, p. 277. * Baxter (1871), p. 38. 

' Bastable (1895), p. 604. * Baxter (1871), pp. 38-39. 

• Ibid., pp. 39-40- 
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panying table ' shows the debts of Prussia and of the prindpal 
German States combined, including Prussia, for 1881, 1S91, 1901, 
1908, and 1912. 
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Owing to the fact that such a large proportion of the debts of the 
German States is for productive purposes, these debts have been a 
very slight, if any, burden on the States. We have called attention 
to this fact in estimating the burden of debt earlier in this chapter. 
Baxter has estimated percentage of debt charge to national income 
for Prussia and the Gennan States, 1815-20, at 1.3%; for Prussia 
and Germany, 1837-43, at .6%.' If we deduct from the debts of 
the German States the value of the railways, the burden of the 
debt in 1912 wiD prove very slight. 

The imperial debt, however, is much more a dead-weight debt. 
It has been created largely for military purposes. In 1881, the debt 
of the Empire was only about $63,200,800; in 1891, it had risen to 
about$3ii,ooo,8oo;andin 1908, to aboutSi,oo3, 826,000. Between 
1881 and igo8, the imperial debt has been multiplied more than 
fifteen times.* The expedition to China, the wars in Southwest 
Africa, and the construction of the Kaiser-Wilhelm (Kiel) Canal 
were responsible for an increase of about $195,408,000 in the 
imperial debt.' By far the largest single item added to the debt on 
behalf of all the States of the Empire is that for the imperial army 
and the next largest item for the imperial navy.' In addition to the 
funded debt of the Empire, there b a considerable floating debt 
consisting of long-term and short-term Treasury issues. The first 

■ Hirst, p. 67, and Stalutisches Jakrhuck (BetUo, 1913), p. 346. 

■ Baxter (1S71), pp. 89-91. 

' Biist, p. 56. * tbid., p. S7. ' Ibid., p. 38. 
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dass increased greatly between 1898 and 1908.' The debt charge* 
of the German imperial debt was estimated by Baxter for 1868-70 
at about 1% of national income. Our figure for the Empire in 1912 

»^ ■55%< ^nd for the Empire and States combined, 3.13%. 
It can be seen that the debt burden of the German States and 
of the German Empire throughout their history has been compara- 
tively slight.^ The record of good faith and of debt payment also 
has been in both cases excellent. The great European war will put 
the German people, however, to a test of a severity never before 
experienced or even probably clearly conceived. The credit ol 
Prussia and of the German Empire during recent years has corre- 
sponded very closely.* It reached its highest point smce 1873 ^ 
April, 1903, when Prussian 3^% consols sold to yield a net income 
of about 3.48%. 

The Japanese debt, like that of the German Empire, is a matter "^ 
of comparatively recent history. When the fiefs were surrendered 
to the sovereign at the beginning of the Meiji Era 
(1867), it was decided to provide for the feudal nobles 
and the Samurai by the pajinent of lump sums in commutation or 
by giving to them public bonds. On this account there were issued 
$93,835,000 of bonds. This was the foundation of the Japanese 
national debt. It represented the bulk of the State's liabilities diur- 
ing the first twenty-five years of the Meiji period. There were 
issued also $10,535,000 bonds in part payment for the debts of the 
fiefs. The Satsuma Revolt in 1877 was responsible for a loan of 
$7,350,000. Other loans were raised as follows: For public works, 
$16,170,000; $6,370,000 for naval construction, and $7,105,000 in 
connection with fiat currency — making a total of $149,450,000. 
This represented the whole national debt of Japan for the first 
H twenty-eight years of her new era under imperial administra- 
tion.* 

H^ The war with China {i8g4--g$) caused a large increase in the 
Hjapanese debt. The direct expenditures on account of the war were 

■ > Hirst, p. 63. 

F ' Bajitei lakes the debt charge exclu^ve of ■iinHng fund and Guipluses applicable 
to a reduction of the debt. (1871), p. 44. 

' Imperial taiation per head, however, almost quadrupled in the thirty-siji years 

between j87iajid 190S, having risen from about S1.4J to about $5.19. (Hirst, p. 51.) 

* Hiist, p. 69. > Encyciopadia Britontaca (nth ed., igii), vol. xv, p. 318. 
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about $98,000,000, of which about $66,150,000 were added to the 
national debt. Following the war there was begun a large pro- 
gramme of armaments and public works. The expenditures for 
the unproductive purposes, including coast fortifications, dock- 
yards, and similar works, came to $rS3, 860,000. The total for 
productive expenditures — $93,100,000 — was made up partly 
as follows: For railways, telegraphs, and telephones, $58,800,000; 
$9,800,000 for riparian improvements; and $9,800,000 in aid of 
industrial and agricultural banks and similar enterprises. The 
whole programme, which, with trifling exceptions, was to be in 
operation by 1905, involved an outlay of $246,960,000. Of this the 
Chinese indemnity, the surplus of the annual revenue, and other 
assets furnished about $147,000,000. It was the intention to raise 
the remaining $99,960,000 through domestic loans. It was found 
impossible to obtain the money necessary at home without paying 
an excessive rate of interest. In 1899, a loan of about $48,000,000 
at 4% was obtained in London. These bonds were sold at 90. In 
1902, all Japanese domestic loans were on a uniform basis. They 
carried 5% interest, ran for five years without redemption, and 
were then to be redeemed within fifty years at the latest. The 
redemption was to be by purchasing the stock in the open market 
or by drawing lots. It was expected that the national debt would 
reach its maximum — $281 ,750,000 — in r903.' 

The war with Russia, however, upset these calculations. Peace 
came in the autumn of 1905. Japan had been obliged to borrow 
$198,450,000 at home and $516,460,000 abroad. In 1908, the total 
debt amounted to $r, 115, 240,000. Of this, $543,900,000 was 
domestic debt and $571,340,000 represented foreign borrowings. 
The debt had grown from $274,890,000 in 1904 to $1,115,140,000 
in 1908, or from $5.54 per head in 1904 to $21.46 per head in 1908. 
The debt carried interest of from 4% to 5%.* Soon after the war 
with Russia, seventeen private railways were nationalized at a 
cost of $245 ,000,000. This brought the state debt to $1 ,360,240,000 
in all. In 1908, a scheme was adopted for appropriating at least 
$24,500,000 aimually for the purpose of redeeming the debt.* Ow- 
ing to the undeveloped character of her resources and to the more 

' Encyclopadia Britannica (nth ed., 1911). vol. xv, pp. J18-19. 
' /fr*tf. p. iig. * Ibid. 
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or less confused condition of her finances, the debt incurred during 
the war with Russia has been a very heavy burden upon Japan. 
With her expansion in Korea and China, however, provided she 
keeps out of fiulher wars for some time, Japan probably will be 
able to take care of this debt without serious trouble. The present 
great war, in which Japan has been a participant, has added only 
moderately to her financial burdens. 

We have dealt at greater or less length with the debt histories of 
the nations which to-day are considered the great Powers. We 
have traced also in a general way the origin and devel- summary of 
opment of national debts in Europe and America, national 
We have referred also to the epidemic of borrowing 
which broke out in the second half of the nineteenth century and 
which did not subside until all the South European states, such as 
Spain, Portugal, and Italy, and the Spanish and Portuguese states 
of South America, had entered the money market. Some nations 
borrowed for war, others for railways — but all borrowed. Be- 
tween 1848 and 1873, ^^ debts of the defaulting states of Spain 
and her colonies tripled. They probably stopped even at this figure 
only from the impossibility of further borrowing.^ In discussing 
this situation in 1874, Dudley Baxter divided the nations of the 
world in debt matters into the following four classes: 

(i) Economical states, whose debts grow less in proportion to 
their resources. 

(2) Vigorous borrowing states, that borrow freely but not beyond 
their resources. 

(3) Over-borrowing and declining states, whose debts are heavy 
and continually increase more rapidly than their resources. 

(4) Defaulting or insolvent states. 

In the first dass — that is, the economical states — Baxter at 
that time placed the United Kingdom, Denmark, Holland, Bel- 
gium, the German States, the British Cdonies and Sweden ;2 in 
the dass of defaulting or insolvent states he listed Spain, Greece, 
Ecuador, Mexico, Venezuela, San Domingo, and Honduras. Bax- 
ter spoke of zones of credit aroimd the center of good credit, 

* Journal of the Royal StaHstical Society (1874), vol. xxxvn, p. 8. 
' He does not include the United States, which was then struggling to pay off its 
gnat Ovil War debt. 
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London. He referred to the countries of low interest as being all in 
the North and all Teutonic, such as England, Denmark, Holland, 
Germany, and Sweden,' These observations have an interesting 
bearing to-day. 

Principal loan, '^^ accompanying table (page 59) shows the amount 
indefauit. of loans of independent governments listed by the 

UMed by ihe CouncU of the Corporation of Foreign Bondholders as 
of Foreign being in default as to principal at various periods 

Bondhofdct, between 1877 and 1912. 

The figures for igia show only Guatemala and Honduras in 
default as to the principal of their loans. Since 1913. however, 
Mexico again has Joined the list of defaulting states with an aj>- 
proximate qmount of principal in default of $170,531,102.' 

Perhaps, as bearing on credit, more important even than the 
record of good faith is what may be called the general standing of 
(jjjjjjgj a nation in the civilized world. This factor, indeed, 

Mandii^of a more than any other, may be said to determine na- 
most important tional credit at any given time. How do the great 
nations of the world stand to-day? -What are the 
forms of their governments, the nature of their institutions, the 
character of their people, and tjieir military and economic posi- 
tions? Are they developing or are they declining, or, as we some- 
times say, are they " coming " or "going"? 

We have indicated earlier in this chapter the nature of the insti- 
tutions of the United States. Its government, of course, is that of a 
Forms of federal republic of independent or balanced powers, 

SSTsh'}- legislative, execuUve, and judicial. In the early days 
™t™wM3— "* *^^ Republic, public opinion was formed largely 
Unitedsuta through the exchange of views among a few leading 
men. Actually the government was aristocratic rather than dem- 
ocratic. After the people of the Eastern States crossed_^the Alle- 
gheny Mountains, however, and settled the West, actual democ- 
racy under the conditions of frontier life developed rapidly. From 
the time of Andrew Jackson until the present, popular government 
or government controlled by the will of the great mass of the people 

' Jeumal of lie Royat Stalislical Sotiely (March. 1874), vol. xxxvu, pp. J-13. 
< Coundl of the Corporation of Foreign Boadfaolders, Forty-Pirtt Anntnl Gtnerol 
RtpoTt. p, 369. 
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has grown steadily.' To-day public opinion, instead of being 
fonned from the top downwards, is formed through newspapers 
and otherwise from the bottom upward to the iiighest officials of 
the Government. This, in our opinion, is a great factor in national 
safety and in national credit. It means that back, of any important 
move on the part of the American Government is the opinion of a 
majority, if not practically all, of the American people. 

Much the same situation prevails in England — though the 
actual form of the Government is that of a consritutional monarchy 

with a ministry responsible to the House of Commons. 

The Reform Bill of 1832 represented the spread of the 
democratic idea in England. The Government of England before 
that lime had been a Government largely of country squires. With 
the growth of manufacturing and of the dties and with the repeal 
of the Com Laws, there developed a democracy based on indus- 
trialism. Great impetus has been given to the democratic move- 
ment in England during the past ten years. 

The Government in France is a curious compromise between the 
English and the American systems. The French Government of 

to-day is more or less of a makeshift. It grew out of 

the critical necessities of the French people after their 
defeat by Prusaa in 1871. Its eflSdency remains to be proved. 
The paternal nature of the Government, the centralization of 
power, and the system of administrative courts, by which the acts 
of the Government are dealt with under a different system of law 
from that of the acts of individuals — all are unfamiliar to the 
Anglo-Saxon mind. In the Chamber of Deputies there exist a large 
number of groups of various shades of opimon instead of the two 
parties with which Englishmen and Americans are familiar. Presi- 
dent Lowell makes the point that since the Third Republic there 
have been frequent changes in ministries, but no real changes in the 
party in control of the Government.' Incoherent as the French 
government sometimes seems, it has this one great underlying 
virtue: it derives its authority from the people. 
The Govenmient of Italy is that of a constitutional monarchy 

' See E. L. Godkin, Vnjoreitm Tatdtncia of Democracy (Boston Md New Yorit, 
1898), pp. 1-47 and l8,l-SJS- 

* A. LawKDce Lowell, Tkt CovtmmtHls ef France, llaly, and Genmmy (Cambridge, 
1914)1 p. 114. 
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with a parliamentary system. The ministers are responsible to the 
popular House. Owing to the system of groups, however, rather 
than parties, — which we have spoken of in connec- 
tion with France, — the parliamentary system in 
Italy does not work with anything like the smoothness and preci- 
sion that it does in England. The power of the King sometimes is 
considerable.' 

The Government of Germany, unlike that of the others so far 
mentioned, instead of being democratic in its general character, is 
aristocratic and autocratic. There is, of course, a 
popular house, the Reichstag, but the real power in 
the government of the Empire and in practically all matters of 
common interest of the various German States is exercised by the 
Bundesrath or Federal Council — ' ' that extraordinary mixture of 
legislative chamber, executive council, court of appeal, and perma- 
nent assembly of diplomats." ^ The Bundesrath is composed of dele- 
gates appointed by the princes of the States and the senates of the 
Free Cities,' Owing to the position of Prussia in the Bundesrath 
and in the Empire, the German Emperor as King of Prussia is in a 
position to control pretty largely the affairs of the Empire. There 
is lacking any effective method of bringing to bear the force of pub- 
lic opinion in matters of government. In Germany as in France, 
moreover, there exists an extreme centralization and paternalism. 
This is carried sometimes to the smallest matters in the daily lives 
of the people.* Suppression of newspapers and of public meetings 
for expressing sentiments contrary to the opinions of those high in 
authority has been common.'' Price Collier has referred to the 
conditions in Germany as " the governing of the people by suppres- 
sion and strangulation." ' All this has been done in the name of 
efficiency. There is, in a broad way, an ominous similarity between 
the relation of the German people to their Govenmient at present 
and that of the French people to their Govenmient before the 
French Revolution.^ The German people have a splendid record 

Lowell, pp. laj-a?. ' Ibid., p. 191. • Ibid. 

Price Collier, GermiMj and the Germans (New York, 1914), p. 399. 

Ibid., pp. 163-65. ' Ibid., p. 498. 

For the alternative ot revolution under an extreme development of the protective 
system, ate Bucldc's rcmaiks on Spain, Bistory oj Civiiimtion (Nen York, 1S61}, vol. 
ii,pp. I33rt4. 
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for the payment of their debts; but what will be their attitude if 
they find thansclvcs saddled with a debt of unprecedented and 
abnost unimagined size, incurred for a purpose which has proved 
fruitless of results, disastrous to their economic and financial condi- 
tion, and unfortunate in its e&ect on the relations of the German 
people with the people of other nations? 

The Government of Austria-Hungary is that of a constitutional 
Empire composed of two autonomous kingdoms — Austria and 
Auiiris- Hungary. Each retains a large measure of indepen- 

lliuuuy dence. The personal power of the present Emperor, 

Frunds Joseph I, has been great. The bond between Austria and 
Hungary, however, with their many divergent and sometimes an- 
tagonistic races, is at best a weak one. If the present war should 
have an unfortunate outcome for Austria-Hungary, it would leave 
that country with its large debts in a situation which would o£fer 
very little inducement to make new loans and perhaps even make 
doubtful the collection of a large part of her present obligations. 
The very existence of Austria-Hungary as one, or even as two 
nations, is at present an enigma,' 

The Govenmient of Russia still is almost entirely autocratic — 
ii»^ though the machinery has been furnished for a later 

development of something like popular government. 
The rulers of Russia have shown a disposition to make concessions, 
even though small ones, to the people. It is doubtful whether the 
Russian people at present ore fitted for a greater degree of self- 
government than they now possess, though there are signs of dis- 
quiet and discontent with present conditions. Many agrarian and 
economic problems remain to be worked out, and the great natural 
resources of Russia remain to be developed. Progress toward popu- 
lar government in Russia will be either through concessions granted 
by the Czars and the governing class or by re\'olution. There is 
nothing at the moment, as far as the relations of the people to their 
Government go. which would lead one to fear for the payment of 
Uidr national debt. 

The Government of the only other country under spcdal con- 
sideration — that of Japan — is a coostitutjonal monarchy with a 

* Fat the lyitaa of govannKSl ta Austm-HoDSUT, tee Ejtcyilaf^dia Bt ilm n ic a 
(tith ed., 19"), Tol- m. IK 1- 
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" large amount of power in times of crisis or of great importance 
in the hands of a small group of men known as the Elder States- 
men. The Ministers of State or the Cabinet are ap- 
pointed by the Emperor and are responsible to him 
slone.^ There is a diet of two houses. The Government seems to 
Tork reasonably well. 

The character of the population has an important bearing on 
credit. The population of the United States is, on the whole, better 
than that of any other great civilized nation. It has character ot 
I vigor and ability, resourcefulness, knowledge, and "^^ popuiatioo 
I general individual efficiency of a high order. During the past one 
hundred years the population of Great Britain has been much the 
same, The English-speaking race as a whole has been during that 
time the most remarkable of all the races of the world. The popu- 
lation of France and Germany b highly intelligent and efficient. 
That of Russia, while vigorous and patient, is lacking in resource- 
fulness and adaptability. It is what may be called relatively unde- 
veloped. It was not until 1863 that serfdom was completely 
abolished.^ The population of Austria-Hungary is the least homo- 
geneous of all the nations under consideration. Germans, Magyars, 
Serbs, Czechs, Poles, and Croats live under one scepter in a condi- 
tion sometimes bordering on anarchy. The people of Japan are 
notably homogeneous and have shown a remarkable adaptability 
to modem ideas and methods. In the matter of education or liter- 
acy, Germany, the United States, and Great Britain make the best 
showing, and Russia, Hungary, Italy, and Japan ' the poorest.* 
Illiteracy or ignorance is a bad companion for financial responsibil- 
ity, though the two sometimes are found together. The character 
of the population of many Central and South American countries 
probably is the main reason not only for the instability of their 
governments, but for their relatively low credit. 

' Encydopadia Brilcnaiai (iili ed., igii), vol. xv, p. aoj. 

• Ploetz, p. 500. 

' Elementary education in Japan is now, however, compulsory. (Staksman's Year- 
Bed liQisI, p. logi.) 

* Mulhall (189Q), p. 33J. Webb {1911), p. aig. Statesman's Year-Book (1915), 
passim. In someponsof Russia, illiteracy isoveT5o%;mUuiigaryitisbctween4o% 
Knd45%;andmlt3ly between about 33% and about 4(]% OS against 7. 7% in igiofor 
tbe United States. {Statesman's Y tar-Book (1915), pp. 434, 700, 1060 and 1261.) 
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Another important factor in credit is the military standing of a 
nation. History has shown that no nation that is not in a condition 
MiUtaiy of actual or potential military efficiency long con- 

position tinues to have good credit. A striking illustration is 

that of China with its immense population and wealth and its rec- 
ord of good faith. The inability or unwillingness of China to defend 
itself has kept its credit at a relatively low point. Germany, France, 
Russia, Austria-Hungary, Italy, and the Balkan countries all have 
adopted the policy of universal liability to military service.' The 
United States and Great Britain have followed the policy of main- 
taining small standing armies and depending on volimteers in time 
of war. If all countries adopt the plan of universal military service, 
it will lose its value for any one country; if all finally renounce it, 
all countries will be equal in this respect and will have the advan- 
tage of being able to use their resources for productive purposes. At 
the same time, ability and willingness to fight when necessary are 
absolutely essential under any conditions known to human history 
for the continuance of successful national existence. Without the 
ability to defend its territory, population, and resources, a nation 
has the least secure of all foundations for national credit. In this 
respect the United States, with its enormous resources, its at- 
tempted maintenance of the Monroe Doctrine, and its participa- 
tion in the affairs of the Old World, is in a weak position at the 
moment.' At the same time it is only fair to say that the United 
States, no less than the other great nations of the world, — Great 
Britain, France, Germany, Italy, Austria-Hungary, Russia, and 
Japan, — may be called actually or potentially a first-class military 
. nation. 

Another important consideration in determining national credit 
is the economic situation. This may be said to embrace the position 
GtBtni °^ ^ country in regard to farming and to its food sup- 

plies, its position as to manufacturing and its position 
as to internal and foreign commerce. That country 
which comes the nearest to economic self-sufficiency is in the safest 
position and has, other things being equal, the best basis for good 

' Slalist (London), toI. uo 
' Steps ore being taken to 
CkrankU, vol. loi, p. 337.) 
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credit. Of the nations under discussion, probably the United 
States and Russia come thfe nearest to complete economic self- 
sufficiency. In this respect, however, the position of the United 
States is immeasurably better than that of Russia. The United 
States produces within its own continental borders ahnost every- 
thing it needs, not only in the way of food supplies, but in raw 
materials for its enormous and constantly increasing industries. 
Great Britain is in the weakest position in this respect. She is 
obhged to import from three quarters to four fifths of her food and 
a large part of her raw materials.' France, owing to its system of 
intensive farming, usually imports only a moderate amount of food. 
Germany, Austria-Hungary, Italy, and Japan all have a consider- 
able degree of economic self-sufficiency. The great manufacturing, 
foreign commerce, shipping, and banking of Great Britain, pro- 
tected by her navy, in her case have removed farming as a factor of 
any significance. On account of being, however, absolutely de- 
pendent on her navy even for her food supplies. Great Britain is in 
a more precarious posirion than some of the other countries under 
consideration. Throughout the nineteenth century and the open- 
ing years of the twentieth, there has been a constantly increasing 
development of the great nations of the world in manufacturing or 
industry at the expense of farming. Great Britain, France, and 
Germany particularly have developed their manufactures and in- 
creased their foreign trade with the other nations of the world. 
They have purchased food or raw materials from the younger and 
less developed countries, such as the United States,' Russia, and 
Argentina, and have sold them their finished products, such as 
cotton and woolen goods, iron and steel manufactures, and many 
other articles required. They have also loaned largely of their ac- 
cumulated capital to the countries which were in a position to fur- 
nish them with food or raw materials. The extraordinary develop- 
ment of the United States during the past fifty years has been 
possible largely through obtaining capital from Europe — espe- 
cially England. Russia has been financed for many years largely 
by France.^ 

• See the SlatisI, vol. uoaa, p. 533- 

' Of recect years the United Slates, whUe still an enonnoua producer ot food and 
raw materials, is coming to be more and more a manufacturing or industrial nation. 

' For an interesting discussion of this subject, see Sir George Paiah in the SkUwi, 

vol. LXXXI, p. 463. 
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The trade or commerce of a nation shows in a broad way its 
economic position. The domestic trade of the United States is 
x,jde many times greater than its foreign trade. The 

pojjtion Bureau of Statistics, Department of Commerce, has 

estimated our domestic commerce in 1911 at $33,000,000,000, or 
nearly ten times our foreign trade for the same year. The same 
authority has estimated our domestic commerce in 1914 at $40,- 
000,000,000 ' made up as follorvs: — 

Manufactures $24,000,0 

Agricultural products io,oi 

Mineral products 2,51 

Fisheries 5' 

Value added to all this by 

transportation 1,0 

Imports 2,000,0 



$40,000, 

This huge total largely has made possible annual savings esti- 
mated at $6,720,000,000 a year.' It shows on how broad and firm 
a basis the credit of the United States rests. In a broad way, the 
trade position of a nation is not merely the domestic or the foreign 
commerce in merchandise, or both together, but rather the position 
as debtor or creditor in lolo. In other words, we must examine the 
position of a nation not only as to its domestic commerce and its 
merchandise imports and exports, but also as to whether it is a 
debtor or creditor in the matter of interest on securities, whether it 
receives a large portion of the freight charges in international trade, 
whether it receives an excess of banking or other commissions, and 
other similar considerations. 

We give below table showing merchandise imports and exports, 
excess of either, and total foreign trade of the principal commercial 
Foreign nations of the world for the year ending December 31 , 

"'°™''" 191 1. We take this year in order to show fairly normal 

conditions and in order to correlate the figures with our figures of 
estimated resources and debt. 

> This compares with only S7,ooo,ooo.e>x) as the intEnul commerce of the Uoited 
States in 1870. (Fromadilressof O.P.Austin. chiefof the former Bureau of Statistics, 
Department of Commerce, enclosed vrilh letter from D^witment, May lo, 1915.) 

■ Staiiil, vol. uoaa, p, 60S. 
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On a merchandise basis, of recent years at any rate, the United 
States and Russia are the only great nations that have shown a 
normal excess of exports over imports. In other words, not only 
Great Britain, France, and Germany, but also Austria-Hungary, 
Italy, and Japan have shown of recent years an excess of imports 
over exports.* 

On the other hand, the United States and Russia have been 
heavy annual debtors in the matter of interest on securities, 
Invisible whereas Great Britain, France, Holland, and probably 

tade baLm™ Germany have been creditors in this respect. The 
United States has been a heavy debtor also in the matters of 
freights, commissions, money sent abroad by immigrants, and 
taken abroad by travelers — in fact, in almost every item which 
enters into what is called the "invisible trade balance." Great 
Britain, on the other hand, has been a creditor in all or almost all 
these respects. She has had a surplus fund invested in securities all 
over the world. She has done a very large percentage of the carry- 
ing trade of the world and a very large proportion of its banking 
business.^ In other words, while the merchandise foreign trade of 
the United States has appeared to show her the largest creditor and 
that of Great Britain has appeared to show her the largest debtor, 
the factors in the invisible trade balance have resulted in a situation 
actually very different. Great Britain and the United States offer 
the two most striking examples of the interplay of foreign com- 
merce and the invisible items of the trade balance. Sir George 
Paish has estimated Great Britain's capital investments in foreign 
and colonial countries as about Si 5, 000,000 ,000.' He has estimated 
more recently that Great Britain receives from colonial and foreign 
nations a total income of about $r,68o,ooo,coo a year. On the basis 
of a difference between merchandise imports and exports of, say, 
• Sfaiiitkal AbstratI for Foreign Countries (London, 1914). PP- 99"'"- 
' Until recently practically every transBction in American foreign exchange 
amounting to Sioo.ooo or over has gone, the writer has been told, through London. 
' He pv« (rtduced from pounds sterling at the rate of $4.80 to the pound}: — 

ToUl invHtnwnls in Cnlooia. India. ukI fordiDcouatria ttS^>o£iiieo 

lnvslmciiu in Briliih CaJoniei ud ladii. trjsg.aiD.fco 

Cipital famuniciiu tiri*dlii« £{0.000,000 (tMo,ooomo1: 



In Ihe Unrud sum $3joi,/r4.400 

In AntenliiK ...........-...-..-..-- t ,305^9.400 

iBjipu. tn.jitfim 

Uttmii^ lit Ka nt S u M ilktl S iAh, Jiaaay. ipii. p. itfc) 
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$625,000,000, Great Britain is able to purchase something like 
$1,000,000,000 a year of securities from abroad.' The amount of 
European capital invested in what may be called permanent securi- 
ties in the United States before the war has been estimated by the 
National City Bank of New York — taking into consideration the 
figures of Sir George Paish in 1910, the recent figures of Mr. L. F. 
Loree for railroads, and the recent figures of the New York Clearing- 
House for industrials — at between $5,000,000,000 and $6,500,- 
000,000.* The net payments by the United States to other coun- 
tries of items entering into the invisible trade balance have been 
somewhat as follows: — 

Net interest on foreign capital $250,000,000 

Net balance of expenditure of American 

citizens in other lands 170,000,000 ' 

Net remittances of foreign-bom citizens 

to friends in Europe and elsewhere . . . 150,000,000 
Net sum paid to other countries for ocean 

freights 25,000,000 

Total of items owed on the invisible 

trade balance $595,000,000 * 

This accounts in a general way for the normal excess of merchan- 
dise exports over imports shown by the United States. All foreign 
trade must be settled finally with merchandise, services, or gold. At 
any given time, however, the import or export of capital to be set- 
' Statiil (London), vol. uaca, pp. 393-94. 

' Letterof National City Bank, dated July 3, 1915. — Sre aiaoEamomist (London), 
July 17, 1915 (vol. LXJoa), p. 84. The amount of American seairities held abroad 
necessarily is a matter of opinion. 

■ TradeBalanceoflbe United Slates {igia), p. igr. Figuresof Dr.E. E. Pratt, chjel 
of tlie Bureau of Foreign and Domestic Commerce, as given in an address at the on- 
ntial meeting of the California Bankers' Association, San Frandsco, May 17. igij, 
gave the totil estimated debt of the United States to Europe as $7,000,000,000 oaring 
principally to the following countries: — 

EbfflHOd r -, . 

Fnna 

G*mi.ny 

HoUnBd 

Dr. Pratt estimated: — 

Net inlcrot on Hcuritis 

'^l^t^^t.^'M^'.'.'.'.'.'.'.'.'.'."'.'.'.'.'.'.'.'.'.'.'.'.'.'. 

Totll IJSOJMO.OC 

For the fiscal year ending June 30, 1914, Dr. Pratt estimated that w 
payments to Europe amounting to $55,000,000 more than the total b: 
:eiponed. 
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tied with securities may play a large part. The great lending coun- 
tries have been Great Britain, France, Holland, Germany, Belgium, 
and Switzerland. Of these countries Great Britain has been by far 
the most important lender, with, as stated above, foreign invest- 
ments in the neighborhood of $15,000,000,000, Germany and 
France come next with investments of, say, about $8,000,000,000 
each.' The investments of Holland, Belgium, and Switzerland are 
of much snaller amount, but are nevertheless considerable. The 
merchandise imports of all these five countries largely exceed their 
exports in consequence of receipt of interest and of tourist expendi- 
tures. In the case of Great Britain, excess is paid for further by the 
earnings of British ships, the tonnage of which forms such a large 
part of the world's international shipping facilities.* A large excess 
of merchandise imports over exports usually indicates that a coun- 
try is in a position to receive a large amount of interest on capital 
invested in other countries; a large excess of exports over imports 
usually indicates that a country is forced to pay heavy sums in 
interest and dividends on its securities owned abroad. Sometimes 
an excess of merchandise imports over exports means the import of 
capital in the form of merchandise to be paid for with securities. 
The amount of American securides held abroad has been consider- 
ably reduced since the opening of the great war, though probably 
not to the extent that many accounts would lead one to believe,* 
' These Facts sbould be bone iu mind in esdmating the ability of these nations to 
pay for the costliest war in history. 

* Trade Baiance of Ike United Slala (1910), pp. 169-70. 

• A letter received from the National City Bonk of New York, July 3, 1915, esti- 
mates the amount of AmericaD securities repurchased fro:n abroad since the b^inniog 
ol the war at between $300,000,000 and $500,000,000. There has also been purchased 
in this country a oonsidemble amount of foreign government securities. 

We give below a list of loans to foreign nations raised in the United States from the 
b^oniog of the war vp to October 35, igij: — 
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The United States also has purchased considerable amounts of 
foreign securities. 

All these matters have an important bearing on the economic 
and financial status of a nation and therefore on its credit. The 
present war may change appreciably the relative rank _. 
of the great nations of the world. We will sketch the leading 
briefly their situation as it appears to-day. 

The United States, in the size and character of its territory and 
population, in the stablhty of its government, and in its general 
political, commercial, and financial strength, holds p .^ ^ 
to-day an abnost unique position. It has the ahnost the uniiod 
unparalleled advantage of having been settled by a 
vigorous and intelligent population, possessed of all the knowledge 
of Europe at tlie time of settlement and then placed in possession 
of a vast territory with resources practically untouched. The devel- 
opment of these resources by such a population has brought the 
United States to its present commanding position- The opening of 
the Panama Canal, the new banking system, improved relations 
with South America, and the great war have given the United 
States an opportunity that comes to few nations at any time. Un- 
less the unforeseen happens, it b even more favorable than the 
situation of Great Britain after the Napoleonic wars; for the United 
States has one great advantage which was conspicuously absent in 
the case of Great Britain at that time — an exceedingly small 
national debt. The United States, moreover, not only is now ex- 
porting an excess of merchandise of something like $1,000,000,000 
a year (June 30, 1915), — which on such a scale as this is a tempo- 
rary state of affairs, — but is in a position to increase greatly its 
permanent or nonnal foreign trade. This is often the forerunner of 
a commanding financial position.^ The weak point in the economic 
situation of the United States is the lack of an adequate merchant 
marine. This should be remedied. With her enormous farming and 
manufacturing interests, — greater than those of any other coun- 
try, — the United States is in a fair way to become the leading 
commercial and financial nation of the world. From almost any 
angle that one looks at it, this country is entitied to credit as high 
as that of any nation in the world. 

' See George J. Goscheo, The Thtory oj the Foretgn Exchanges (London, i8g6), 
pp. 3^-35- 
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During the past one hundred years, Great Britain has been cen- 
tered, on the whole, the leading civilized nation in the world. 

„ . . After the Seven Years' War in Europe and the French- 
Great Bntun ' 

and-Indian War in America, England became pre- 
dominant in the New World. By the final defeat of Napoleon, she 
established herself as the first nation in Europe. In a broad way 
this is the reason why British consols have sold for most of this 
period fugher than the bonds of any other Government. As indi- 
cated earlier, however, the economic and political position of Great 
Britain to-day is by no means secure. On account of being abso- 
lutely dependent on her navy for the maintenance of her great 
position in the world, Great Britain is in a precarious and at times 
dangerous position. A serious impairment of her naval power 
might lead to the breaking-up of the British Empire as at present 
composed. The English-speaking, self-governing dominions, such 
as Canada, Australia, and South Africa, probably would grow in 
power and might remain strongly attached by ties of affection to 
the mother country; but the center of gravity of the Empire would 
be shifted. 

France in the eariy part of the eighteenth century was the first 
nation in Europe. In population, wealth, power, and prestige she 
clearly led all other nations. The long revolutionary 
wars of France, however, and her final defeat by the 
Allies left iier greatly weakened. She never again recovered her 
leading position; but in the thirty or forty years preceding the war 
of 1870 she showed a notable expansion in industry and wealth. 
With the halting of her own development after the war with Prus- 
sia, France became one of the principal lending nations of Europe. 
The French people have been exceedingly saving, and have not 
only made possible the wide distribution of French rentes in 
France, but the lending of large sums to Russia and other foreign 
countries. Since 1870, France has succeeded in building up a very 
respectable Colonial empire. 

Germany has shown an extraordinary growth in population and 

wealth during the past forty years. She has not only made herself 

the strongest single miUtary power in Europe, but has 

developed her industries and her foreign trade to a 

point which threatened the supremacy of England. This extraor- 



I 
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dinary development made necessary also efforts toward outside 
expansion. The pressure of population in Germany probably has 
been greater than anj-where else, except possibly in Japan. ^ Ger- 
many's burdens for military preparation have been great. Her 
colossal policies of expansion by force — sometimes described as 
Pan-Germanism * — have placed her in a precarious position. 
During the present war, she has not only increased enormously the 
burden of her debts, but has alienated to a large extent the friend- 
ship of the rest of the world. This cannot but react unfavorably 
on her credit. 

Italy and Austria-Hungary are relatively poor countries with 
heavy burdens of taxation and heavy debts. The financial condi- 
tion of each at many times has been precarious.* itajy, Austria- 
Italy is making strenuous efforts to extend her bound- Rus"'ia'^d 
aries at the expense of Austria — parUcuIarly in what J'p*° 
are called "the unredeemed provinces," which include Trent and a 
portion of the eastern shores of the Adriatic. Russia is a country 
continental in area with by far the largest population of all the 
great powers. The resources of the country, however, are largely 
undeveloped, the railways are comparatively few, and the general 
economic and financial condition leaves great room for improve- 
ment. Her army has been to her a considerable burden.' Owing to 
her great resources, even though they are now undeveloped, 
Russia probably will be able to take care of her debts. Japan is a 
country in which the best part of the population devotes itself to 
mihtary pursuits. Business is regarded as a means to an end and 
business men as inferior to the military class. Japan has a large 
population for the size of its territory and the scantiness of its 
resources. Unless it can find and develop in Korea, and perhaps in 
China, a wealth that will enable it to become a rich and powerful 
industrial nation, "it cannot hope to satisfy its national ambitions 
to say nothing of its European creditors." ' 

' Slatiilicai Abslracl for Foreign Caunlria (London, 1914), f^. 8-11. 

• According to Professor Usher, the German dream of to-day has been the estab- 
lishment of on empire comprising Gennany, HoUand, Belgium. Denmark, Switzer- 
land, Italy, .Austria-Hungary, the Balkans, Turkey, and Asia Minor — a new world 
state bounded by the North Sea, Che Baltic, the Persian Gulf, and the Mediterranean, 
{American Review of Reviews, November, 1914, p, 616.) 

• Economist (London), vol. Lxxtx, p. 874, and vol. lxxx, p. 56. Statist (London), 
vol. tXXXI, pp. 158-59, 349-50, and SS^- 

^ Statist QAJodoa}, vd. Lxxxi, p. 530. * Etonomiit ^.tnidon), vd. LXXX, p. 671. 
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We have discussed in a general way the credit of the leading dv- 
Dized nations of the world. We have gone into the leading factors 
Prices of making up their credit under what may be called 

SbfindT norma! conditions. Before discussing the bearing of 
FMtdi rcntej tjjg present great war on national credit, we wish to 
give an idea of the course of prices of some of the leading govern- 
ment bonds for a series of years. Since the close of the eighteenth 
century, the credit of Great Britain has been most of the time 
higher than that of any other nation. France for most of the time 
has held second position — thougb at times French credit has been 
strained severely. The accompanjing table (on page 75) shows 
the highest and lowest prices by ten-year periods for a long series of 
years of British consols and French rentes. 

An examination of these prices makes one feel that government 
bonds should be thought of more as one thinks of stocks — that is, 
as being liable to great fluctuations. In fact, the common European 
name for government securities is stocks. We should think of these 
securities, especially as there is no legal means of enfordng pay- 
ment, as fluctuating with the position and prosperity of the nation 
almost as much as does the common stock of a railroad or an indus- 
trial concern. This may seran an extreme statement; but the record 
of national good faith and the fluctuation in the prices of govern- 
ment securities make it entirely reasonable. 

Still more will this appear when we extend our investigations to 
the prices of government bonds other than English and French. 
Pric« of The accompanying table (on page 77) shows the high- 

emn^t^b^ds, ^t aJid lowest prices on an income basis for ten-year 
1873-19" periods, mostiy since 1873, of United States bonds, 
British consols, French rentes, Prussian consols, Italian, Austrian, 
Russian, and Japanese bonds. 

In discussing the debt histories of the individual nations, we 
have referred at times to the prices of their bonds. It is not always 
possible to correlate closely the prices of government bonds with 
the condition of the national finances or with historical events of 
favorable or unfavorable import. The eflfect of such matters on 
prices for a series of years is modified by general economic or finan- 
cial conditions, by the relation between supply and demand for a 
countiy 's securities, and by other considerations. It must be borne 
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in mind that, aside from and before the great war, there have been 
certain factors during the past twelve or fifteen years which have 
led to an almost steady decline in the prices of all low interest- 
bearing securities. Among these factors may be mentioned the 
increase in the production of gold, the increase in the cost of living 
and in the scale of living, and the output of enormous amounts of 
securities of all kinds coincident with rapid industrial expansion 
and private and public extravagance. The lowest price of British 
consols during the past one hundred years was, however, in June, 
1815, at the timeof the battle of Waterloo; the highest was on July 
I, 1896, at a time when England's supremacy in ahnost every 
respect was unquestioned and when there was a relatively large 
accumulation of capital in Europe seeking investment. The lowest 
price for French rentes since the close of the Napoleonic wars 
occurred in the troublous days of the Second Repubhc (1848), and 
the next lowest was after Sedan; the highest price was in 1897, 
when France and the world were at peace and capital was seek- 
ing investment all over the world. The lowest prices for United 
States bonds since the early days of the Republic were in the spring 
and early summer of 1861 at the beginning of the Civil War; the 
highest prices as a rule were in 1902, when the United States had 
greatly extended its territory as a result of the Spanish War, was 
in a strong economic and financial condition, and when there was 
a large accumulation of capital seeking investment. 

It remains only to discuss, as far as it can be seen, the effect of 
the present great war on national credit. In number of men en- 
Enimatcd gaged, population and resources of nations at war, 

^j^^i,^ of and total expenditure, the present war is in a class by 
present War itself. Au early estimate of the London "Economist"' 
placed the direct total cost of this war for sk months for the 
leading countries at about $8,232,000,000, divided somewhat as 
follows: — 

Germany about $3, 040,000 ,oco 

Austria-Hungary " 1,440,000,000 

Russia " 3,040,000,000 

Fiance " 1,560,000,000 

Great Britain " 1,153,000,000 

> VoL ixxx, pp. 50-51. 
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These figures were at the rate of about $16,464,000,000 as the 
total direct cost of the war for the nations listed for one year. Mr. 
Edgar Crammond, Secretary of the Liverpool Stock Exchange, at a 
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meeting of the Royal Statistical Society, March i6, 1915, esti- 
mated the direct costs for one full year of war as follows: ' 

Great Britain about $3,398,4oo,ocki 

France " 2,656,320,000 

Germany " 4,502400,000 

Austria-Hiingaiy " 2,697,600,000 

Russia " 2,880,000,000 

These figures show a total direct cost for one year of war to 
the leading nations involved of $16,134,720,000. The London 
"Statist" ' has given the probable cost of the first twelve months 
of war for Great Britain as about $3,192,000,000. The cost of the 
first twelve months of war for France probably will be in the neigh- 
borhood of $3,500,000,000.' Perhaps it is not far wrong to say that 
the cost of the war for the first twelve months to the leading na- 
tions involved will be in the neighborhood of from $16,000,000,000 
to $17,000,000,000. The figures probably need not be modified 
much from the above to take care of the short participation of 
Italy during the period covered. The costs have been steadily 
rising, however, until the latest estimates for Great Britain — by 
Premier Asquith, September 15, 1915 — figure out a net war ex- 
penditure, exclusive of loans to allies and certain other items, of 
about $16,800,000 a day, or at the rate of $6,132,000,000 a year, 
and a gross war expenditure, including loans to her allies, of about 
$20,160,000 a day, or say $7,358,400,000 a year; * the monthly war 
costs of France, according to the French Budget Commission, have 
been running at the rate of about $397,440,000 a month, or say 
$4,769,280,000 a year, and the vote of credit, asked by M. Ribot 
September 16 for the last quarter of 1915, was substantially on this 
basis; * the average monthly cost to Russia is given by M. Ribot, 
speaking on the same date, as about $345,600,000, or at the 
rate of $4,147,200,000 a year;' the monthly war expenditures 

' Journal of the Royal StalistUai S(KiHy (London), vol. uoivra (May, 1915), 
pp. 361-413. 

' Vol. Lxxxtv, p. 664. For later figures, see vol. Lnacv, p. 99 (about S3 ,61x1,000,000). 

' Comrnacud ajid Finattcii^ CkrnnicU (New York), June 26, IQIS, p. JI17. Sec also 
statement of M. Ribot as summariMd in the Statist (London), June 5, IQ15, voL 
Lxxjov, p. 571. 

' Stalist (London), September 18, igt;, vol. lxxxv, p. 447. 

' ComnUTcial and Financiai CkronkU (New York), September aj, igij, voL ISI, 
p. 969 and Ibid., September 18, 191S, p. 877. 

* Commercial and Financial Ckronide (New York), vxA. toi, p. 877. 
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of Germany, according to Heir Helfferich, Secretary of the Im- 
perial Treasury, in his speech introducing the third war loan 
August 20, 1915, amount to about $472,000,000, or at the rate of 
say $5,664,000,000 a year.' The same authority estimates the 
costs to all the nations involved at neariy $70,800,000 daily, over 
$1 ,888,000,000 monthly, and about 323,600,000,000 yearly.* Allow- 
ing for the participation of Bulgaria — which occurred after Herr 
Helfferich 's estimate — and possibly other nations, the cost of the 
second year of war to all the nations involved is likely to be in the 
neighborhood of $25,000,000,000. 

These figures compare with the estimated cost of previous wara 
somewhat as shown in the table on page 80.' 

To this we may add about $16,500,000,000 as the cost of the first 
year of the present war and perhaps $25,000,000,000 as the cost of 
a second year. 

In addition to the direct cost of maintaining amues and carrying 
on war, there is the economic loss through cessation of production. 
This has been estimated by M. Guyot and the London "Econo- 
mist" for the first six months of the war as about $10,272,000,000,* 
or at the rate of $20,544,000,000 a year. Adding this to the direct 
cost, we get a figure for the first year of the war of about $37,000,- 
000,000. If we allow for the value of lost lives, on the „ , , . 
basb of M, Guyot's figures (about $4,646,400,000 for ihe war to 
ax months), we find total losses for a year of over 
$46,000,000,000. This is "without allowing for the devastation and 
widespread destruction of fixed capital." ^ The total losses to July 
31, 1915, as estimated by Mr. Crammond, are as follows: — 

Great Britain $6,038,400,000 

Germany 13,320,000,000 

Belgium, including destruction of property . . . 2,527,200,000 
France, including destruction of property. . . 8,094,720,000 
Austria-Hungary, including destruction of 

property 7,622,400,000 

Russia, including destruction of property. . , 7,219,200,000 

A tola] for the sis nations of about $44,821,920,000" 

' Economist (London), September 4, 1Q15, vol. uooci, p, 358. ' Ibid., p. 360. 

• World Almanac (1915), p. 488. See also Mulhall (1899), p. 586, and Whitaker's 
AlmaiKKk (tqi5),p. 800. All such figures should be thought of as approiimations only. 

* EtonomisI (London), vol. uooi, p. 51. ' Ibid., p. 51. 

' JounKAoJ Ihe Royal SlatislicaiSocitty, May, z<iis, pp. 361-413. For another esti- 



So AMERICAN AND FOREIGN INVESTMENT BONDS 

The " EkxjDOimst " estimated the direct costs to all the nations 
InN-olNtxl as about 43% and the total costs as about 96% of the 
nalional income or earnings. Strictly speaking, total loss occa- 
sioned by a war like the present one is incalculable. Such things 
cannot properly be measured in figures. It should be borne in 
mind tliat a very large part of the cost of war is represented by 
expenditures of the entire nation through the Government; and 

GROSS COST OF PAST WARS FROM 1793-1913 - PUBUC 
FIGURES' 



DaUi 


CouHlrUt engagai 


Cost 


1818 


Eogland and France 
FrancE and Russia 

RusaU and Turkey 
Spain and Portugal (dvil) 
Fiance and Algeria 
Revolts in Europe 

r England 
France 

Saxdinia and Turkey 
Austria 

France 

Austria 

Italy 

United Sutea (dvil war) 

Denmark, Prussia and Austria 

Prussia and Austria 

Brazil. Argentina and Ptuaguay 

France and Mexico 

France 

Germany 

Rus^ 

Turkey 

Spain and United Stalea 

England and Transvaal 

Russia and Japan 

Italy and Turkey 

Balkan Wars 


$6,350,000 
450.635 

350,000 
190,000 

50,000 
371,000 
33'rooo 
iiS,ooo 

68,600 
800,000 

7S.OO& 


000 


1830-1S40,... 
18JO-184V.... 
1848 


000 


I«S4-I8S6--- 


000 
000 

000 

flOO 


1861-1865.... 


51,000,000 
5,000,000,000 

36,000,000 


\m'.:::::::: 


i864-t870. . . . 
1865-1866... 
1870-1871... 

1876-1877... 

1898 

1900-1901 ... - 
IS>0*-190S. . . 


240,000,000 
65,000.000 
1,580,000.000 
9S4.ooo.ooo 
806.547489 
403,173,74s 
1,165.000,000 
1,000.100,000 

», 500,000.000 


191^1913 


1,193,130,000 
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Total ^ $35,115,376,334 

mate of the direct costs and total losses, see Charles F. Speare, "What the War b 
Ccsting Europe," American Rniew of Reriaos, April. IQT5, p. 451, 

> In the case of the Balkan Wats, estimates are frtnn bonkers' statements. (See 
WerU Almanae, p. 488.) 
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that a great portion of this would be incurred in times of peace by 
the nation as individuals,' In other words, a large part of the cost 
of war, instead of being a true addition to expenditure, is merely a 
transference of expenditure from individuals to the Government. 
On the other hand, the activities of individuals in war are destruc- 
tive, whereas in peace they are or should be constructive. Again, 
during and after a great war the people are induced to practice 
economies which in ordinary times they would be likely to neglect. 
Taking a still larger view, there is often a physical and moral regen- 
eration brought about by the occurrence of a terrible war. So it 
will not do to assume that war is all waste — that the "cost" is all 
loss. The population of Germany in the Thirty Years' War was 
reduced from about 16,000,000 to about 4,000,000.* Before the 
present war it was probably 70,000,000. The greatest prosperity 
of England developed after the Napoleonic wars. So also it was 
with our own American Civil War. There is a regeneration that 
nature provides. Wounds heal — as a rule they can hardly be 
prevented from healing. The grass that is burned in the early 
spring is replaced with new grass greener and more lovely. So 
economists have figured out how the great losses of the present 
war ultimately may be replaced. They will constitute a serious 
burden and a serious problem, however, for many years to 
come. 

The direct costs of the war have been financed largely through 
borrowings. Undoubtedly a large amount of paper 
money has been issued — the convertibiUty of some of 
which remains to be proved. The war debts,' according to the 

' For an interesting article 00 these phases of the cost of the war, see Roland 
G. Usher, " The Cost of the War," in the Atlantic Monthly, June, 1Q15, p. 847. 
' Price Cotliet, Germany and Ike Germans, p. 30. 

* The Boston Evening News Bureau, Septemba jo, igij, has given the wai debts, 
eidusive of bank loans, as foUows:* 

ALUED LOANS 
CnalBrilam — 
ii psccDtiitgs OB ].g!% b»ii $1 .jsoax>,cai 

Tnua^^tik'Sisl%.°'Z V'.'.'.\'.V/^y/////.y/.'.'.''.'.'.'.'.'.'.'.'.'.'.'.V.'.''™mm^ 

Flv»^nir Exchequer 3 per onU ,-,-.--.....- - . ijQ.aaa.otn 

CuMha lai-yeu 4I pHcnUin Loodon i5,mo,<Bo 

Cuadiaii OIK- iDd tmvyear 5 pcrccnu id New Yolk d.(.i»o,Qc» 

Indivi GinvnuiuDt 4% domotic Iran. .-...-...,-.- -. iA,goo»ooo 

Aaslofmich tou in the (Idled Statu iSDAm.oan 

Toul ls,Mg,aoo,seo 

I hu bees cocneted (nuo other •onrat to October 11, 191]. 




UNITED STATES AND FOREIGN GOVERNMENT BONDS 83 

France — 

Advances from the Bank of Ftanoe $i,344,ooO|000 

French treasury bonds discounted by Bank of Fiance in order to 

make advances to foreign Governments 101,760,000 

Z\% loan of July, 19x4 96,000,000 

B<m de la Defense Nationale 1,511,232,000 

Obligation de la Defense Nationale 430,272^00 

Loan from England 240,000^00 

Loan from America 250,000,000 

Total sum borrowed by France for the war $3i973>264,ooo 

Russia — 

5% short-term treasury bonds placed with State Bank $1,294,363^00 

5% kmg-term loans 1,013,200,000 

Short-term bonds placed in England 353,300,000 

Short-term bonds placed in France 316,625,000 

Treasury bills, etc 668,712,000 

Total $3,546,2oo/x)o 

Jto/y — 

December, 1914, 4)% k)an $192,000,000 

July, X915, 5% loan 192,000,000 

Loan fh>m Bank of Italy 333)593i3oo 

Total war debt $6i7>539)2oo 

Cenmmy — 

September, 1914, 5% war sto<^ $824,112,000 

September, 1914, 5% treasury bonds 236,000,000 

February, 1915, 5% war stodt 2,148,308,000 

September, 1915, 5% war k)an 2,855,836,000 

Treasury bills (approximate) 1,015,744,000 

Total war credit obtained $7,080,000,000 

Austria-Hungary — 

November, 1914, ist Austrian $\% war loan $459,998400 

Valuta k)an from Germany 72,000,000 

November, 1914, Hungarian 6% war loan 234,000,000 

May, 1915, 2d Austrian war k)an 555)99S4oo 

June, 1915, 2d Hungarian war loan 224,798400 

June, 1915, 2d k)an from German bankers 73,200,000 

Total publicly issued debt $1,619,995,200 

Estimated floating debt 1,022400,000 

Estimated total to September 30 $2,642,395,200 

These figures show total war loans for the Allies of $14,063,- 
483,200 and for Germany and Austria-Hungary of $9,722,395,200, 
or a total of $23,785,878400. The figures include advances by the 
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great central banks to the Governments for war purposes. France 
and Russia particularly have financed their war costs to a great 
extent through the central banks. As in the war of 1870, France 
has leaned heavily on the Bank of France.* 

It is hardly worth while to attempt to make any definite state- 
ments as to the total present debts of the leadmg nations engaged in 
this war. When the war is ended, it will be possible to figure with 
some accuracy the net additions to the various national debts, to 
figure the debts per capita, and to estimate the proportion between 
total debts and wealth and between debt charges and national 
income. Suffice it to say, that already, in October, 1915, the na- 
tional debts of the principal belligerents as a whole probably have 
doubled,^ The debts of some of the nations at war have more than 
doubled. Chancellor of the Exchequer McKenna in introducing 
the budget estimated the dead- weight debt of the United Kingdom 
March 31, 1916, as likely to be £2,200,000,000 ($10,560,000,000).' 
This would be an increase of over two hundred per cent above the 
debt in 1912. The debt of Germany already has received an addi- 
tion of 30,000,000,000 marks' (October, 1915), or say $7,080,000,- 
000 — a war increase alone over our figures for 191 2 of about one 
hundred and forty-five per cent. All these great increases in debt, 
of course, are for what have been called unproductive purposes 
— that is, for war. The war loans constitute a staggering addition 
to the dead-weight debts of the nations concerned.' 

How heavy will be the burdens of these huge debts after the war 
will depend in large measure on the terms of peace and on the 
Possible biua course the indebted nations pursue after the war. 
of peace ^g ^yj qqj ^erc discuss the various suggested terras 

> For figures of b&nk-note expansion, gold-holdings, and osseti and liabilities o( the 
banks, see ihcSWiij/, October 13, 1915, v<J. lxxxvi, pp. 181-86. In France, Germany, 
and Russia the convertibility oF the paper currency has been subtended. {Eamomist 
(London), July 10, igij, vol. LXXXI. p. 47.) 

* The loons o( the oatioDS at war from the beginning of the Balkan wars, October 8, 
iQii, up to the outbreak of the European nar, July 30, iqi4. were, according to the 
Boston Nasi Bureau, {830.000,000. Of this Germany and Austria borrowed $489,- 
000,000 and Fiance, Servia, and Belgium $341,000,000. [Boston Nans Bureau, 
October g, iqm.) 

' Kconimul (London), vol. ucxxi, p. 463. • Ibid., p. 338. 

' The net debt of the United States August 31. 1913, was Si, 11 9,376,669 —or 
Soi,6qo.643 more than in igii. (Cominerciiil and FinamM Ckranidt [New York), 
vol. 101, p. 989.) 
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of peace — such as the restoration of Alsace-Lorraine, the creation 
of an autonomous Poland and other matters of this kind. What- 
ever indemnities are paid will add just so much to the burden of the 
nation or nations paying them and take away just so much from 
the burdens of the nations receiving them. So also will any losses 
or acquisitions of territory increase or lessen the burdens of the 
debts. From a financial point of view, what is essential, however, is 
that the peace shall be, as far as possible, lasting, — that it shall 
make impossible a recurrence in the near future of any such catas- 
trophe as we are witnessing. Otherwise discussion of national 
solvency is a waste of time. In order to make a lasting peace, it 
would seem that boundaries should be rectified on the basis of 
nationalities or, perhaps we may say, of races. In this connection 
there are many questions to be settled involving the present do- 
minions of Austria-Hungary. Let us hope that there will be no 
effort to crush any nation or people — even though that nation 
temporarily may have offended against all the laws of dvilization. 
Yet no peace will be a peace unless so-called militarism is done 
away with. Expenses for military preparaUon must be reduced 
largely and the energies of mankind devoted to productive pur- 
poses. All sorts of programmes have been suggested — including 
that of a United States of Europe with an international military 
and naval force to maintain order and enforce peace.^ Undoubt- 
edly, with the backing of the laboring classes and the Socialists 
in many countries, a tremendous effort will be made to bring about 
the settlement of as many disputes as possible through arbitratioiL 
There will be also — it is evident already — a tremendous move- 
ment toward democracy and liberal institutions,' Some such solu- 
tion would seem to be essential to continued national solvency and 
national good faith. 

If Baxter in 1874 was alarmed at the rate at which nations were 
borrowing and feared then for the solvency of some of them,' what 

' Dr, Nicholas Murray Butler in the Boston Sunday Herald, October tS, 19:4, and 
meeting of the League of Peace in Independence Hall, Friday, June 17, 1515. (Boston 
Evening Transcripl, June ij, tgis-) See also Society to Eliminate Economic Causes 
of War. (Comtrlercial and Financial Chronicle [New York], vol. 100, p. 2134.) 

' The immunity of private property at sea in time of war, or even the neutraliiation 
of all commerce, are subjects of great interest and importance. (See the Evening Post, 
New York, August 10, 1915-) 
■ ' Journal of the Royal Stalislieal Seeiety, vol. xxxvn, pp. 11-13. 
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shall we say in 191 5 with debts piling up at unheard-of rates and 
Reduced ei- ™^*^ ""^^ ^°^ ^''^^ y^* '° sight? ' It is hard to escape 
the conclusion that after the war most of the nations 
engaged will be forced either (i) to reduce their ex- 
penses for armaments materially in order to pay inter- 
est on their debts or (2) to compromise or repudiate at least a portion 
of their obligations. The debt histories which we have given show 
that such things are not unheard of. There has been during the past 
one hundred years, of course, an enormous increase in the wealth 
of the leading nations at war. For instance, the burden of the Brit- 
ish debt, on the basis of debt to wealth, even with the great addi- 
tions to date for war, is less than one third as great as in 1816. 
Great Britain could fight between three and four years more with- 
out making her debt bear a larger proportion to her resources than 
it did after the Napoleonic wars.* At the same lime there is a limit. 
There is less reason to think that her resources will increase at the 
rate they did in the earlier period. We can apply the same sort of 
tests to the other nations at war. Then there is another considera- 
tion. Whenever there is a crushing burden of debt or of taxaUon, — 
especially if those burdens have failed to produce any correspond- 
ing benefit, — the temptation to compromise is very strong. It is 
then that the stuff of which nations are made is revealed. Con- 
tinued expenditures for military purposes at the rate which has 
prevailed during the past thirty years,* however, added to the 
charges on the debts created through this war, are likely to lead to 
bankruptcy. It is a grave question, of course, whether in the cases 
of some nations bankruptcy can be avoided under any circiun- 
stances. 

We will not undertake to estimate the relative credit and stand- 
ing of the various nations after the war. Such a task is impossible 
until one sees more clearly what the outcome of the war is to be. 

' Some decisive miliUtry action, inability to borrow, inabitity to pay interest on 
existing debts, or general economic exhaostion may biing the war to ao end. 

' For an interesting article on this phase of the subject, sec " Will the War Bankrupt 
EuropcP" in the North American Rcmew, August, 1915, p. 174. 

' Between iSSt and 1911, the combined annual expenditure for army and navy 
of the five great European nations — Great Britain, France, Germany, Austria- 
Hungary, and Rusaa — much more than doubled, showing a far higher rate of in- 
crease than the respective ctational incomes. (,Ecoiiomisl [Londonl, vol. Lxxix, pp. 
SS6uidgi4) 
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It would seem, however, that the United States, Russia, and Japan 
would emerge from the war relatively less weakened 
than any other nations. The United States and Rus- nations after 
sia, on account of the continental nature of their " """ 
territory, the size and character of their population, and the im- 
mensity of their resources, developed and undeveloped, are in an 
enviable position. Japan has not been placed under the burdens 
that some of the other nations have been; and it may succeed in 
developing its material interests in Korea and China on a scale 
which will greatly enhance its credit. It is a law of nature never 
violated that the leadership of nations goes to the strongest — that 
is, the strongest in a broad sense. Is it too much to expect that the 
United States after the war will be in a position to assume the 
leadership which has been held for a hundred years by Great 
Britain? 

Until the effect of the present war on the debts and financial 
condition of the nations engaged becomes clearer, American invea- 
tors should exercise great care in the purchase of proper attitude 
foreign government bonds, Mr. Mortimer L. Schiff, of American in- 
a well-known New York banker, is quoted as saying foreign govern- 
in substance: that an investor should be assured that 
a borrowing country is administered economically; that in its 
annual budget, income and expenditures balance, and that the 
proceeds of any loan applied for are to be used for productive pur- 
poses; that from the point of view of the investor dreadnoughts 
and rifles are not good security; that a country should provide 
out of its own budget, through taxation of its own people or from 
internal loans, for everything that may be called its non-produc- 
tive expenditures, and that it should restrict its foreign borrow- 
ing to such productive purposes as railroads, irrigation schemes, 
and such others as may be self-supporting; that in financing 
productive enterprises in foreign countries, the most acceptable 
form of security would be a bond having a direct lien or mortgage 
on the enterprise itself and guaranteed by endorsement by the 
Government, rather than a simple government obligation; that a 
definite pledge for the service of the loan of all or a portion of some 
definite form of governmental revenuewouldbeof advantage; that 
foreign loans placed in this country should bear, if possible, a defi- 
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nite relation to trade with this country; that, as a general rule, 
short-tenn securities should be avoided, but a redemption provision 
should be embodied in every long-time bond; that a sinking fund, 
if possible, should be provided; and that in general the obligation 
should be of such a character as to be not too great a burden on the 
borrower — lest defaults become necessary.' These suggestions 
have much of value. Until the Governments involved in this war 
have shown their ability to maintain solvency, Americans should 
exercise the greatest care in the purchase of their securities. 

Illustrating not only certain principles stated by Mr, Schiff, but 
in a broad way everytJung discussed in this chapter, is the $500,000- 
Anglo-Frtnch ooo Aoglo-French loan brought out in September and 
doiLriom October, 1915. This loan was in the form of a joint 
and several obligation of the United Kingdom of Great Britain and 
Ireland and the French Republic. It bore 5% interest and matured 
in five years, but was convertible at any time up to maturity into 
joint irffo bonds due in 1940, but redeemable at the option of the 
borrowing nations after 1930, The loan was made payable in 
American gold dollars, and was brought out at a price and under 
conditions calculated to insure its wide distribution among the 
American investmg public. 

In several respects, this loan was unique. It was the largest bond 
issue of any kind ever brought out at one time in the United States. 
It was the first large loan made by the people of the United States 
to foreign nations. It was, moreover, the first external issue ever 
put out by Great Britain. And it was, so far as we know, the first 
joint and several obligation of two great powers. 

Yet fundamentally this loan was an ordinary transaction and 
grew out of conditions wliich we have discussed at length in this 
chapter. In its origin the loan was part of a commercial transac- 
tion. Great Britain and France under war conditions had been 
and were importing from this country such a large excess of mer- 
chandise ' that they were unable to pay for it conveniently with 
American securities or with gold. In spite of holdings, by the Eng- 
lish and French people, of American securities many times the 

' Antuiisi (New York), May 31, 1915, p. sji, and Commerciai and Pinancial 
Chnmkit (New York), May jg, igi5, p. 1801. 

' Thdr income ftDm expenditures by Ameticaiu abroad also bod beeo teduced 
gteatly. 
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■ amount of the loan sought, these securities were not available 
immediately to pay for goods. Moderate amounts of such securities 
had been shipped to this side, to be sure, almost every week. But 
English and French investors ever since the beginning of the war 
had shown a reluctance to part with theur American securities. 
Earher in this chapter we called attention to the fact that during 
a whole year of war all Europe had sold back to us only between 
$300,000,000 and $500,000,000 of our securiries. This explains in- 
cidentally why the deposit of American securities as collateral for 
such a large loan was out of the question.' As for shipments of gold 
by Great Britain and France to pay for their huge debit balance to 
this country, this method — even if we allow that it were possible 
— would have been a clumsy, an unnecessary, and an imdesirable 
way. Considerable amounts of gold, as well as American securities, 
had been and were being shipped to this country. But the English 
and the French needed the gold badly to support their banking 
structures in time of war and to make pmchases wMch they could 
not pay for otherwise. It happened that we did not need the gold 
at all. We had already what might be called "an uncomfortable 
excess." So the Enghsh and the French arranged to buy of us and 
we to sell to them the goods they needed on credit. The loan was 
called and was a "credit" loan — "credit" meaning here a "com- 
mercial credit." It established a convenient method for Great 
Britain and France to pay for wheat, cotton, manufactures, and 
other goods - imported from the United States; and from an Ameri- 
can point of view, it made possible the marketing with two of our 
best regular customers of an unusually large amount of the prod- 
ucts of our farms and factories. In other words, it did for us what 
the loans of Great Britain to other countries for the past hundred 
years had done — it financed our trade. 

From the investor's point of view, the loan was safe and at- 
tractive. The yield — 5^ % to 5I % — was high and the security 

' The English ood Frenth might have been taxed or otherwise forced out of holding 
thdr American securities, but measures like this would have heen haish and usde- 

* Probably only a small part, if any, of the loan was used to purchase so-called 
"munitions." Such use of the specific proceeds of the loan was unnecessary. Only a 
relatively small part of our exports to the Allies were "munitions of war." lu the minds 
of American investors, complete separation ol "muiutions"from the loan would h&ve 
bad a beneficial cfiect. 
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ample; for — to speak only of one part of the wealth of Great 
Britain and France ~ the four to five billion of American securi- 
ties held by the two nations were an asset for the payment of their 
debt, whether they sold them back to us or not. Then, again, the 
loan was especially safe because it was part of the external or for- 
eign debt of the two countries and bore a small proportion to their 
domestic debt. For while there is no such thing as a "first mortgage 
on the British Empire," or even a first lien in any legal sense, yet it 
is a fact that all nations — even nations with records for repeated 
scaling of their domestic debts, such as Austria and Russia — have 
been careful about the payment of their foreign debts. Morally and 
practically they have regarded such debts as having precedence 
over their domestic obligations. 

In a broad way, this Anglo-French loan marks, we hope and 
believe, the entrance of the United States into the family of the 
"lending nations," Sooner or later tins country would have 
reached that position anyway. But the great war has dried up in 
Europe the wells of capital available for the development of other 
parts of the world. For some time to come, Europe will need all her 
own capital at home — and probably considerable from this coun- 
try beside. She will not be in a position to lend freely to the Argen- 
tine, to Brazil, to Mexico, and the other food and raw material 
producing countries. Probably she will withdraw gradually a large 
part of the huge investment she has in the United States. This is 
our opportunity. Not only can we reduce gradually our large capi- 
tal indebtedness to Europe, but we can — if we put our house in 
order — take Europe's place in lending capital for the development 
of the rest of the world, taking in exchange other people's securities 
and extending with those people the markets for our own mer- 
chandise. The change will not take place all at once. This war, to 
be sure, has given us a chance for a colossal stride. Already we have 
repurchased (October, 191 5) our own securities held abroad or have 
loaned to foreign nations to the extent of between say $1,100,000,- 
000 and $1,300,000,000. By so much have we reduced our debt to 
Europe and by just so much has Europe lost her creditor position. 
In proportion to the reduction of the debt, in a broad way, will be 
the reduction in interest payments abroad. But it wiU take some 
time (imless the war is unduly prolonged) — perhaps twenty-five 
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years — to change from being a "debtor" to a "creditor" nation. 
Not until then will New York in any permanent sense become the 
financial center of the world : for to become the great international 
banker we must estabUsh broad trade relations with all the rest of 
the world, and we must be in a position to finance our foreign trade 
by lending freely. We must not be provincial or narrow. To lend 
freely we must save. We must, moreover, establish an adequate 
merchant marine and satisfactory banking facilities in foreign 
countries. All these things we must do to seize to the full the 
present opportunity and to place the credit of the United States 
indisputably and for a long time to come at the head of the 
list.i 

It remains only to give an idea of the prices of some of the leading 
government bonds under the stress of war on a colossal and unpre- 
cedented scale. In February and March, igis, after „, 

. Ill ■ 1 . , Wiu-pncea 

the war had been m progress about six months, some of eovenunent 

of the leading securities of the allied nations were 

quoted appro-ximately as follows; ' 

British consols, 2^% (Flat)' 6S^% (February 5) 

French rentes, 3% 68} (March 12) 

Italian rentes, 3i% 7<)i (February 5) 

Russian, second series 4% 75 (February 5) 

Russian, 1906, $% 95^ (Febmaiy 5) 

Japanese, sterling, 1910, 4% 71.^ (February 5) 

Japanese, sterling, iQos.second series, 

4i% 8SA (February 5) 

The London "Economist" * has given highest and lowest prices, 
highest price in July, 1914, and prices on February 16, 1915, of 
some leading "enemy" securities — including Cjerman imperial 
3% bonds, Prussian 33% consols, Austrian 4^% treasury notes, 

' For information in regard to this loan, sec Commercial and Financial Chronide 
OJew York), vol. 101, p. 1053; Slalisl (London), vol. 86, p. 14; and Eamomist (Lon- 
don), vol. 81, p, 499- 

* Slolisl (London) , vol. Lxxxm, pp. igs and 406. For later prices of govenunent 
bondsof all the nations at war, see £i:<nKmut (London), July 3, 1915, vol. ixxxi.p.S. 
The latest prices for British conrola, one issue of Japanese bonds, and one issue of 
Ruasian bonds, given in this number of the Economist, are "minimum" or "pegged" 

* Prices include accrued interest. 

* Eeonomisl (London), February 30, 1915, p. 313, 




92 AMERICAN AND FOREIGN INVESTMENT BONDS 

and Hungarian 4% and 4^% rentes. These prices are hardly worth 
quoting. The low prices given represent prices which Englishmen 
or, at any rate, traders on the London Stock Exchange would pay 
for the government bonds of their enemies, and cannot be taken 
as representing the credit of the nations concerned. Furthermore, 
interest on "enemy " securities is not being paid to British holders.' 
The prices given in our list of loans put out during the war give a 
fairer idea of the credit of the various nations. The huge domestic 
loan of Great Britain — about $3,000,000,000 — has been put out 
in the form of 4^ per cents at par, which price includes several 
months' accrued interest; and the loan raised in the United States 
has been sold to investors at 96^ to 98 and interest. The French 
national defense bonds have been put out at par ^ for short-term 
5% bonds; Russia has put out 5 per cents at 94 and 5-year 5 J per 
cents; Italy has borrowed with 25-year 4J per cents and one year 
convertible 6 per cents; Germany has put out 5 per cents at from 
97i to 99; Austria has put out sJ per cents at 97 J; and Hungary 
6 per cents at 97J. The credit of Great Britain remains highest 
of all the nations at war, with France next,* and Germany third. 
A decisive outcome of the war one way or the other would have the 
effect, of course, of enhancing the market value of the securities of 
the victorious nations and of depressing the market value of the 
securities of the defeated nations. How radical has been the change 
in the credit of all the nations concerned, however, may be seen 
by comparing the prices of 1915 with those in our table for 1913.* 

' Economist (London), July 3, 1915, vol. uooa, p. 8. 

' Advices received from the Boslon K-nes Bureau. 

' The issue price — 88 — of Ihe 5% perpetual rnitcs brought out b November, 
tgi5, would seem to show the credit of Gennany to be higher thfiD that of France. 
(See the StatisI, vol. lxxxvi, p. 591.) 

' The following prices of leadiog government bonds before and during the Franco- 
War ma^ be of interest (£canMnuf (London], September 5, 1914, P' 416): — 
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On Febraary ii, 1915, the United States Panama 3 per cents were 
quoted at 101} and interest, bid, or only f of 1% less than the 
price in January, 1913.^ 

We have traced the rise and development of the so-called great 
powers, whose government bonds are the leading national securi- 
ties; we have considered the relation which the debts Summazy of 
of these nations bore to their resources before the Sg^^Jte^ 
present great war; we have taken up briefly the debt ^^o^^- 
history or record of good or bad faith of the nations cmmcnt bonds 
issuing these obligations; we have discussed in a general way the 
financial, economic, and political status of these nations as bearing 
on their credit; and we have tried to indicate as far as possible at 
this time the effect of the great war on their condition. All discus- 
sions of government bonds involve in a certain way every factor 
relating to national existence. Fluctuations in prices of govern- 
ment bonds represent in a broad way fluctuations in the resources, 
debt, income, expenditure, progress, power, and prestige of the 
nations issuing the bonds, as well as fluctuations in the general 
economic and financial conditions prevailing throughout the 
world. We must remember that government bonds, as we said at 
the beginning of this chapter, usually are simply promises to pay 
and promises not enforceable by any legal process. We must try 
to make up our minds, from all the data available, how good in 
each case the promise is. 

* Commercial and Financial Cknmide (New Yoik), February 13, 19x5, p. 54a 




CHAPTER m 

STATE BONDS 

State bonds, like government bonds, usually are simply promises 
to pay. At times some of our States have issued bonds to railroads, 
State boDda canals, or otlier private corporations and have taken 
^^ly pro- ^ security mortgage bonds or stocks of the companies. 
dUscs to pay There have been cases also of railroad or other cor- 
poration bonds guaranteed by States. As a rule, however, sound 
financing requires that state bonds shall be issued only for strictly 
public purposes, and that the interest shall be payable out of taxes 
levied on all the taxable property within the State. 

In view of the fact that no bondholder — unless the bondholder 
happens to be another State — can sue a State without its consent,' 
No legal remedy the character or quality of the promise to pay is of 
Sadicd"!Ute great importance. The case may be stated even more 
^""^ strongly by saying that in the last resort there is no 

legal remedy whatever for collecting defaulted state bonds. Even 
if a verdict is secured in the courts, the Legislature may refuse to 
make any appropriation to pay interest * or principal. This is for 
the reason that in the matter of paying debts a State, like a na- 
tion, is a sovereign power. 

With allowance for the difference in the character of the unit, 
Other hciora the factors determining the safety of state bonds are 
^^li^ much the same as in the case of government bonds. 
o£ luu bonds Xhey may be grouped about these headings : — 

(i) The debt statementof a State or the proportion of net debt to 
property and to population. 

(a) The debt history of a State or its record of good or bad faith. 

(3) The present constitutional provisions governing the creation 
and payment of debt. 

' Constitution ot the United States, Eleventh Amendment. 

* See 108 U.S. 76, New Hampshire vs. State of Louisiana and New Yorli vi. St&te 
of Louisiana, and 191 U.S. 986 ((904), Soutli VakoX^vi. North Carolina. The tatter 
case resulted finally to the settlement of a small amount of defaulted bonds by 
North Carolina. (See Commtrciat and Financial CMronklt, vol. 80, p, 1381.) 
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(4) The amount and character of the population. 

(5) General considerations bearing on the present and future 
prosperity of the State, such as size and location of territory, 
natural resources, and water and rail facilities. 

We will take up first the debt statements of the various States. 
We give on pages 96 and 97 a table for all the States 
of the Union, showing: (i) bonds, special debt to men 
trust funds, and floating debt; (z) cash, securities, 
and sinking-fund assets offsetting same; (3) debts less sinking- 
fund assets; and (4) same per capita.'' 

As may be seen from the accompanying table (Table I), the 
States of Vermont, New Jersey, Delaware, Florida, Iowa, North 
Dakota, South Dakota, Nebraska, Kansas, Wyoming. Nevada, and 
Oregon have debts less sinking-fund assets of less than $1,000,000 
each. The State of Pennsylvania has no net debt at all, and the 
State of West Virginia has no debt which it has recognized.* The 
States having debts less sinking-fund assets in excess of $5,000,000 
are Massachusetts, Rhode Island, Connecticut, New York, Mary- 
land, Ohio, Virginia, North Carolina, South Carolina, Georgia, Ala- 
bama, Tennessee, Louisiana, Michigan, Oklahoma, and Califorma. 

As far as per-capita net debts go, the States having the smallest 
— in addition to Pennsylvania and West Virginia which have none 
at all — are: Oregon, $.04; Kansas, $.14; Iowa, $.16; 
New Jersey, $.24; Nebraska, $.31; Illinois, $.39; and largest liebta 
Indiana, $.49. The States having the largest net debts 
per capita are: Massachusetts, $22.78; Arizona, $13.28; Virginia, 
$10.46; New York, $9.05; Rhode Island, $9.02; and Louisiana, 
$7.89. In the cases of both Massachusetts and Arizona, the debt 
figures include local debts for which the States have made them- 
selves responsible. 

These figures as to the size of the debts and the net debts per 
capita in the various States, while important, must The net debt 
not be taken as conclusive in the matter of the rela- fj nofwrn-""* 
tive safety of the various state bonds. There must "Jusive 
be considered in addition not only what the States have to show for 

• Table from Department of Commerce, Bureau of the Census, Weailh, Debt, and 
TanUioH, iQij (Washington, 1915), vol. i, p. 37. 

' The State of West Virginia has been heid liable for a portion of the debt of the 
old State of Virginia, This subject will be discussed hiter in this chapter. 
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th«r debts,' but also the proportion between the debts and the 
value of taxable property. 

PcrcentaKT of ^° ''^^ table OH page 99, we give assessed valuation, 
net iiebi to same pcT Capita, debt less Coking-fund assets, same 
luiiion in the per capUa, and per cent of debt less sinking-fund assets 
diflcrcntstaw ^ asscssed valuation m all the States in 1912-13.' 

This table (Table II) shows that the States of Massachu- 
setts, Virginia, North Carolina, South Carolina, Alabama, Missis- 
sippi, Tennessee, Louisiana, New Mexico, Arizona, and Idaho have 
net debts of 1% or over of their assessed valuations. The largest 
percentage of net debt is that of Virginia with 255% of its assessed 
valuation. States having net debts of less than one tenth of 1% of 
their assessed valuations, in addition to Pennsylvania and West 
Virginia, are: New Jersey, Ohio, Indiana, Wisconsin, Minnesota, 
Iowa, Nebraska, Kansas, Wyoming, and Oregon. 

Like the figures for the debts themselves, these figures showing 
the proportion of net debts to assessed valuations are only part of 
Beiatiiin be- the story. In every State the question arises as to 
^Jl^*^^?^^ what part of the actual or true value of property the 
of property asscssed Valuation represents.^ In New York State, 
for instance, the assessed valuation for 1912 represents only about 
44-51% of the estimated true value of property as given by the 
census, and in Pennsylvania the assessed valuation represents only 
about 32-79% of the estimated true value. In Ohio the proportion 
of assessed valuation to true value of property is about 72.75%, 
whereas in Illinois it is only about 15.14%. In Massachusetts the 
proportion is 76.20% and in California 34.51%. In any given 
State the relation of the assessed value to the true value of the 
property, as far as can be ascertained, should be borne in mind in 
estimating the burden of debt on the State. 

On the whole, it may fairly be said that the debts of our States 
are sniall. This has not always been true to the same aitent that it 

' For value of public properties of States, see Abstract of SpeciaJ Bulletins, 
W<oUh. Debt and Toxolian, igij (Washington, 1915), vol. 1, p. 58. The total value 
of public properties of all Uie States in 1913 is given as (695,499,187, compared 
with total debts less sbking-tund assets of $345,941,305. 

• Wialtk, Dd>t and Taialion, tgij (Washington, 1915), vol. i, pp. 37, 747. 749' 

* For estimated true value of all property, 1850-1911, and same per capita by 
States, see H'mM, DAl, and Tiuatiom, igij, vol. I, pp. ij-it. 
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is to-day. In 1790.^ the National Government arranged to as- 
sume state debts incurred largely for the Revolution- chnn«ra ia 
ary War, and did actually assume 818,271,786.47 smUbu 
of these debts. Between 1790 and 1820, the States •^90-t9l3 

^H p. 
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iocnmNl ooly a small szsioimt cf debc From zSjq to 1S50. they 
isssiKd bcods amcGnting to $^6.^70417. aai rran zS^o to i838» 
$147 J^^^o.577/- Tbe Chil War hroughc a hzj^ bcrease in the debts 
oc ir.iny oc ocr Statesw' For the years tract rSpc tD 19x5 iochisive, 
the talb^' c«i puge ici shovs the tocil debc&. OKt debt& and net 
debcs MF cL9is^ oc ail the States. 

A< rMv b^ dMa trum the tabfe. the tccil debt less smking- 
fssii Jbsssecs oc aH ocr States in 1 01 5 actaaDy vk lies thin in x S 70. 
Tbe !cw^!s: [«n: was reached in iSsi5.a:'t«rwii±t^^ 
c&I CkT^ase ::i:ul 1015. when an unosBiH i^neLse :jck puicei T^ 
WAS i;:ie |«v>tMLhly to the exceptSooal deszk&ai :cc 5«c=rh5s oc tbe 
d&s>v-«* state bonds and to the tendency of oert^ Siiiis fz rxTsit 
\'WLTS to issue large amounts of bonds for roads. cid^jSw izii :cii 
impro\-ements. Owing to the rapid increase in p:c-uli:5:.r. :j 
ptT cjpUiJ increase has not alwa>-s followed close'y rie iisci-ir- 
increase. The lowest net debt f^ capita lor the period coverai by 
the table was reached in 1909 and the highest in nian>- years in 
1913. On the whole, as staterJ afwvc, the aggregate debt of our 
States may be spoken of as mcKlrrnfr. 

This comparative frec^lom of "iir States from debt has been the 
result, in most casos, '»f '»»"« ""*' wirnetimes bitter experience. At 

•*onic» tinir In f hrlr lilHtory, twcnt>' of our States, in- 
^^ml^^m rln.Hn« •*.»miMif mir h#-»t Xorthcm States, have de- 
ilrMr,' r.** ^ f.inlffti Mm' InlnrRf on their bonds or compromised 

piTiVmr ^^, n*) Mil Km (("f I III*' |irinrj'f>aL 

\\ lirn \vr »vtiit'n\l»ri Hull H I'i ImfKissible in the present condition 
, ,N| f h»« Ijiw l»» l"r< IT a State to pay its bonds, the record 

,1.? 1 r- to ^y\ (t),. itliTi'triil Sfi'itiri in the pajTnent of their obh'ga- 

n'.MK ^rM«^^•'-• '*^ M'tiimMiMllnpr im[K>rtance. 

\Wu \\^^y f hi»»|Hilniho( Mirfault, oimpromise, or repudiation: 

^0 \\^^\\s \^s^' r. whin IVnnnylvania, Mar>'land, Indiana, Uli- 

V.» , n • *■ **"*"' "*"' ^^'' '''^'^"' '^■** ^^'^ ^ Florida, Mississippi, 
r^ ' ■ '' ^ .*Mil Ail»«ui!5Mn #|«-faultefl; (2) from 1848-60, when 

I\ ■•' ' MIimii'jmIh. 'IVx/irt, and CaUfomia began certain ad- 

y(s.\\\y. *»« • ••* »h. If ill lifq. niirl C;^) from the beginning of the Civil 

\^s\ » M^M \ 1 ihi. iMilv nlnrflrn, when Virginia, North Carolina, 

* • ^ "^ VII. |> ".if. « /6m/., pp. 530, 537, 554. 

\ . . n ,1 *tt,t \t,tft, fmltf'lpilnrM, iS^O-IQlj, p. i8. 
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South Carolina, Georgia, Florida, Alabama, TennessM/Ixn^iaqa, 
Arkansas, and Missouri defaulted on or compromised theitbolw..*- 
In this period also arose the difficulties between Viiginia and WcsC : 
Vii^inia. 

TOTAL AND NET DEBT AND NET DEBT PER CAPITA OF 
ALL THE STATES, i870-i()i3 



1870- 

1880. 

1891. 
189a. 
>8g3. 
1894 ■ 
1895. 

iSgfi. 
1897- 
ifo8. 
1899. 

1903- 
1904. 
1905- 

1906. 
1907. 
1908. 
1909. 

19 10. 

1919. 
1913- 



9351.866,698 

306,016,561 

338.195.056 
349.366,733 
a40.17S.83S 
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The'-.eariitKsC period of default followed the financial crisis of 
.••-iSjjrag- At the beginning of 1830, the debts of the States were 
'• 'vt' -lui only about $13,000,000. 101834, the last instaUment 
of the United States debt was paid — an act which 
firmly established our credit abroad. In view of the tact that the 
States did a large part of their borrowing in London, the impor- 
tance of this becomes apparent. Provision was made in 1836 for 
distribution of the surplus revenues of the United States among the 
several States,' Furthennore, the period was a prosperous one all 
over the world. There had been in our country a real and substan- 
tial growth, although the population and resources of the Western 
States were small. These favorable factors were magnified by other 
influences of a more doubtful character. The fight between the 
United States Government and the United States Bank caused the 
chartering of large numbers of state banks all over the country. 
Paper money became abundant, and a spirit of speculation per- 
meated the whole country. "Men acted as if a short and secure 
road to wealth had been discovered, on which all might travel, and 
he who went the fastest would be the first to reach the desired 
end." ' The States borrowed money generously and spent it lav- 
ishly. Internal improvements were undertaken on a huge scale. 
Rashness became " epidemic." Before the crash came, high prices 
for practically everything prevailed. Then.moreor less suddenly, 
the Bank of England stopped the credit of several American bank- 
ing houses in London. Suspension of specie payments soon fol- 
lowed, then a short renewal, and then a second suspension. Not 
only the Bank of the United States in Pennsylvania, but every 
bank south of Philadelphia, stopped payment. By 1840 many of 
our States were in financial difficulties.* 

In the following pages we shall attempt to ^ve a short debt his- 
campieic short tory of all the defaulting States. So far as we know, 
ddaukin*'' "^ ll"s is the only collected history, written from sources 
suie» and brought up to date, which includes all the States 

' Terilh Ctnsiis, vol. vti, p. 510. 

' North Amrrican Review, January, 1844, p. 114. 

■ Ibid., pp. 11(^-19. See B,ho Bankrrs' Matatine and Slalistical RtgisUr, Novem- 
ber, 1849. pp. 341-43. For a short discuasion of the origin and^drvetopment of the 
iDlenmi improvcmeDl idea, see Dency, Financial History 0/ the United Slatu (New 
Votk, 191s), pp. 313-16, 
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at one time or another defaulting on their bonds. In view of the fact 
that the experiences of many of these States have been more or 
less similar, some readers may prefer to follow the histories only of 
such States as interest them. The very similarity, however, of so 
many of the debt histories makes a!l the clearer the lessons to be 
learned. Not only the reasons for default are established, but the 
way in which the bondholders fared in final settlement. 

August 1, 184a, Pemisylvania defaulted interest on its bonds.^ 
In 1825, the State had entered upon an important sys- 
tem of internal improvements. Under the impulse of 
an act^ passed in 1836 to charter the United States Bank, — 
which act also repealed the state tax on real and personal property, 
— a new series of improvements was begun. Bonds were issued, 
largely in aid of Tailroadsand canals, until in 1842 the state debt 
had reached $37,319,395- After the panic of 1837, work on the 
state improvements ceased, and many of the properties passed into 
private hands. For a large part of its debt, the State obtained 
nothing whatever. Furthermore, it was obliged to receive in pay- 
ment of revenues itsown"relief notes" or depreciated currency. 
Under this combination of unfavorable circumstances, the State 
was unable to pay interest in cash. 

It issued for interest, however, 6% certificates or scrip.* At one 
time something over $3,000,000 of principal was overdue. Im- 
proved methods of assessment and a revision of the tax laws en- 
abled the State to resume interest payments in February, 1845. 
At first, these payments were made to a considerable extent in 
"relief notes." In 1848, only a small amount of these notes re- 
mained outstanding.* In 1857 and 1858, pro'V'ision was made for 
retirement of a considerable portion of the principal of the debt 
through sale of railroad and canal property.' 

In January, 1842, Maryland failed to pay interest on its debt. 
Like Pennsylvania, Maryland had breathed in the 
spirit of unbounded optinuan which prevailed in 
the ten or a dozen years preceding 1837. It had subscribed to the 

' Hmtk American Review, January, 1844, p. ui. 

* Laws of Pennsytvania (1835-36), no. 21. 

* See Laii'S of Pennsylvania {1843), no. 127. 

• For above account, see Hunt's Merchant!' Magazine, March, 1845, pp, isj-CS. 

• See TerUh Census, vol. vil, p. 544, 
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Stocks of various railroads, including the Baltimore and Ohio, and 
had loaned money to and purchased the stock of the Chesapeake 
and Ohio Canal. At the time when the State was using thus its 
credit, it had no system of taxation whatever. It depended solely 
on the income of the public works, or else on the sale of additional 
bonds, to meet the interest on its debt. The general insolvency 
following the panic of 1837 caused a suspension of the canal works 
for some years. The income from all the improvements was far less 
than the amount necessary to pay interest on the state debt, and 
the State was unable to negotiate further bonds abroad. 

To meet this situation, laws were passed in 1841 and 1842 ' pro- 
viding for a direct tax. The lack of a proper system for collecting 
the taxes, however, together with the difficulty of the times, made 
this measure ineffective. When the State found itself unable to pay 
interest, it received coupons in payment of taxes. From 1844 to 
1846, it made partial pajTnents on interest current and accrued. 
Later, it funded arrears of interest with 6% bonds. On January 1, 
1848, it resumed current interest on its public debt in full. Al- 
though at one time some people in the State had shown a leaning 
toward repudiation,- the record of Mar>-land as it was written was 
such as to inspire confidence in its good faith.* 

Indiana suspended interest payments after January, 1840. In 
keeping with the spirit and practice of the times, the State had 
issued bonds in aid of the Wabash and Erie Canal, the 
State Bank of Indiana, and other private enterprises. 
The negotiation of the bonds had been a source of " fearful jobbing " 
and had resulted in serious losses to the State. When in 1859 it 
became impossible to borrow more money, the pubhc works were 
suspended and many of them were surrendered or abandoned. It 
was impossible to collect from the small farmers, who made up most 
of the population at this time, sufficient taxes to meet the interest 
on the heavy debt. At the time of default there was also a consider- 

■ Laws of Maryland, vol. 10 (1841)11 cbap. 33; ibid., vol, xxi (1S43), chap. 116; 
ibid., chap. jiS. 

' For above account, see fforlh American Renew, January, 1S44, pp. I»S-S7, and 
Hunt's Merchants' Uagazint, May, 1849, pp. 483-89. 

' In 1S37, when banks bad suspended specie payments, Maryland paid its inter- 
est in gold 01 silver or its equivalent. (Hunt's Uerchanls' Maiadne, May, 1849, 
p. 487-) 
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able amount of State paper outstanding receivable for taxes. The 
tender of this prevented, of course, the receipt of money available 

for interest. 

To settle the interest, state bonds bearing 7% interest and re- 
deemable in five years were offered, but of these only a trifling 
amount were accepted. The principal and back interest of the debt 
finaUy were settled by an act passed January 19, 1846, and 
amended January 27, 1847.' These acts provided that one half the 
old debt and interest should be taken care of with new bonds pay- 
able from taxation and the other half with certificates payable from 
the property and tolls of the Wabash and Erie Canal.* Cash inter- 
est payments on state bonds were resumed at the rate of 4% July 
1, 1847.' 

July, 1841, Illinois stopped payment of interest on its debt. An 
act* for an inmaense system of internal improvements had been 
passed in 1837. Bonds had been issued for railroads, . 
bank-stocks, and the Illinois and Michigan Canal. 
When "the great revulsion overtook the commercial world," all 
work on the public improvements stopped. Many banks which 
had bought state bonds failed, "and the State never got any- 
thing," Banks to whose capital the State had subscribed finally 
were wound up "with total loss of capital." The State was 
obliged, moreover, to receive its own depreciated paper for public 
dues. In 1844, the total debt, including interest, was given by 
the Governor as $14,440,381.' Like Indiana, Illinois at this time 
simply was unable to pay.* 

Within a few years, however, the Illinois and Michigan Canal 
was completed, interest on that part of the state debt was paid to 
date, and the process of discharging the principal was begun.' To 

' GtHtrol Laws of Indiana (1845-46), chap. :; ibid. (1847), chap. i. 

* The canal was completed and for a lime paid promptly interest on the certi- 
ficates. Later, however, il proved a failure. <See Tenth Census, vol. vn, pp. 631-21, 
and Commercial and Financial Chronicle, vol. 19, p. 493.) 

' For above account, see Hunt's Merchants^ Magazine, August, 1849, pp. 150-4& 
' Pitblk Laws of lUinais (1836-37), pp. 121-52 Supplemental Act. Ibid,, pp, 
'Sa-S3- (Both approved March 4, 1837.) 

* Hunt's MerckanU' Magaane, December, 1S51, pp. 661-64; Hid., March, 1858, 
p. 378. 

* North Amtrican Revieu; January, 1S44, p. 127. 
' Hunt's Uerckanti' Maioant, March, 1S5S, p. 979. 




I06 AMERICAN AND FOREIGN INVESTMENT BONDS 

take care of the state debt other than the canal debt, annual taxes 
were provided.' January i, 1857, the Governor of the State de- 
clared that during the past four years $4,564,800.40 had been paid 
in h'quidation of the public debt as well as interest on the principal 
during that time. "There is now no doubt about the State being 
prepared to pay the interest upon her whole debt as it matures in 
future.^ The record of Illinois is one of delayed payments, but of 
payments in full. 

Michigan defaulted in its interest payments July i, 1841.* The 
Constitution of the State adopted at the time of the 
admission of the State to the Union urged the con- 
struction of a system of internal improvements.* In 1837, the 
Legislature projected a system of improvements, including rail- 
roads, canals, and river improvements, exceeding both the means 
and the needs of the people. A loan of $5 ,000,000 was authorized 
for these objects.^ The State was to sell its bonds through an 
" agent " — the Morris Canal and Banking Company of New York 
— and to receive payment in installments. Under this arrange- 
ment, the State marketed $1,362,000 of its bonds at par less a 
commission of 2^%. The agent was unable to settle for the re- 
maining $3,638,000 bonds. These bonds, with $200,000 railroad- 
aid bonds, were then sold to the United States Bank at Philadelphia 
and the Morris Canal and Banking Company on time. Both 
concerns failed and the State received only $998,000. The State 
was unable to meet its interest, and work on the public im- 
provements was stopped. 

In settlement, Michigan agreed to acknowledge as much of its 
debt as it had received payment for in full. For interest on this 
from July i, 1841, to July i, 1845, it issued new 6% bonds.* Bonds 
for which the State had recdved no payment were to be canceled, 

> Cotut. lU. (i848),ait. XV. This part of the debt had been funded toa large extent 
under an act passed in 1847. (See Public Laws oj lUinoa [1846-47], pp. 161-65.) 
' Hunt's Merchants' Magaiine, May, 1857, p. 545. 
' Norik Amerkati Rtntai, January, 1S44, p. 134. 

* ConslUution ef Mickigan (iSjj), art. xn, sec. 3. 

* Hunt's ittrchatUs' Mataiint, February, 1850, pp. 133-34. Act ^iproved 
Much II, i8j7, as amended by act approved November 15, 1837. {Laai 0/ UicU- 
tan 11837), no. 77; ibid. [1837-38], no. 1.) 

* Hunt's Uerchants' Magaane, Febn;ary, 1850, [9. 136-37. Act approved Maidb 
8, 1843. (LmM ojiiiikiion U843I, no. 73.) 
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In settlement of bonds for which the State had received only partial 
payments, it arranged to issue new bonds for the amount received 
by the State, together with interest, but less damages for non- 
payment.' The amount actually received on part-paid bonds was 
ascertained to be $302^5 per $1000. Later, the State sold certain 
railroads and accepted payment in state bonds on the basis of the 
above settlement.* The weak point in Michigan's record arises 
from the fact that part-paid bonds had been pledged by the 
United States Bank in Pennsylvania to secure loans from various 
banking houses in Europe, and appeared to be in the hands of 
innocent purchasers.' 

After January i, 1840, the then Territory of Florida paid no 
interest on an issue of bonds of the Bank of Pensacola endorsed 
by the Territory. In addition to this endorsement, 
Florida had issued bonds to supply the capital of the 
Union Bank of Florida, and later, bonds in behaK of the Southern 
Life Insurance and Trust Company.* In 1837, the banks suspended 
specie payments and soon after were found to be hopelessly insol- 
vent. The populaUon of Florida in 1840 was only about 50,000, and 
the liabilities of the Territory fairly heavy.* The bonds referred to 
the Territorial Legislature later repudiated." The Constitution of 
the State, adopted before the admission of Florida to the Union, 
denied to the Legislature the power of laying any tax for the 
purpose of paying the bonds which were issued by the Terri- 
tory.^ 

Again, in 1873. the Legislature refused to make provision for 
certain state bonds in default — notably $4,000,000 bonds issued 
to the Jacksonville, Pensacola, and Mobile Railroad Company." 
At this time Florida had a funded and floating debt of nearly 
twenty per cent of its total assessed valuation. The taxes collected 

' Sec Lajcs of Michigan (1843), qo. 60, and ifttd., p. 173 (Joint Resolution no. 38). 
' Hunt's McrckaHls' Magazine, February, 1850, pp. 138-39. See Laws of Mtehi- 
(OK (1843), no. 60. 

■ N(rrlh American Rcvieiv, January, 1844, pp. 136-37. 

• Banters' Magaiinc, December, 1857, pp. 44^50- 
' Tenth Cauus, vol. vn, p. 587. 

• Banters' Magasine, December, 1857, p. 450. 
' CorutiltUion of Florida (1838; effective Marcb 3, 1845), art. vni, sec. 3. 

• Cemmereial and Financial Chronicle, vol. 16, p. 387. Tenth Census, vol. vn, 
pp. s88-8g. Part of these bonds were for tile benefit of the Florida Central Railroad. 
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had proved insuffident for the requirements of the State.' Further- 
more, a good deal of railroad property had been destroyed during 
the Civil War.» 

Yet the method of escape chosen and the excuse given were char- 
acteristic. The Attorney-General of the State declared that there 
was no provision by law for assessing a tax to pay either principal 
or interest on state bonds issued to the Jacksonville, Pensacola, and 
Mobile Railroad. He alleged fraud and illegality, and declared that 
the Legislature never would authorize a tax to pay the bonds.* 
The Supreme Court of Florida sustained the Attorney-General and 
the Legislature in the repudiation.* In 1912, the Council of the 
Corporation of Foreign Bondholders, London, listed $7,000,000 old 
bonds of Florida in default.' 

After July i, 1840, Mississippi paid no interest on $2,000,000 

bonds put out to subscribe to the stock of the Planters' Bank,* and 

in 1842, repudiated, on the ground of illegality and 

Miisisuppi „ , , , » - ... 

alleged fraud, a $5,000,000 issue put out to promote 

the Union Bank.' Both the Planters' Bank and the Union Bank 

failed." It was for this reason rather than from inability to pay that 

Mississippi refused to recognize its bonds. The resources of the 

State were ample,' Furthermore, in the case of the Union Bank 

bonds, the Legislature of 1839 had resolved "that the sale of the 

bonds was highly advantageous to the State and the bank." " 

There were no substantial grounds of illegality in either case. The 

State Court of Errors and Appeals had held the Union Bank bonds 

• Commercial and Fittatuial Chronicle, vol. 16, p. 187, and vol, 17, p. ig. 
' Iniernatiimat Revieu; November, 1880, p. S70- 

* CorrnnrrcuU and Fitmncial Chronicle, vol. 17, p. 313. 

• Holland p. The Slate of Florida el a/., 15 Florida, 4SS (1876)- 

* Thirty-ninth A nnual Report, Council o( the Corporation of Foreign Bondholdcn, 
p. 36s. 

• Banker]' Matasine, January, 1853. P- 497. and November, 1849. p. 343. 
December 3, tSji, the people voted againat paying these bonds. (.Banhers' Mag- 
aiint, January, 1853, p. 499.) 

' North American Rrsiaii, January, 1844, p. 131. Thirty-eighth Annual Report, 
Coimdl o[ the Corporation o( Foreign Bondholdera, p. 388. 

' Bankers' Maiaiint, Dccembct, 1846, p. 339. Thirty-eighik Annual Report, 
Council of the Corporation of Foreign Bondholders, pp. 3!)-4a. North American 
Renew, January, 1844. p. 130. 

* Bankers' Uagaiine, December, 1850, pp. 454-56, and ibtd., November, 184Q, 
p. 3-«9- 

'^ North American Reriew, January, 1844, p. 131. 
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valid obligations of the State, and the legality of the Planters' 
Bank bonds was not seriously questioned.' 

The Constitution of Mississippi, as amended in 1876, prohibited 
the State from ever paying the Union Bank bonds or the Planters' 
Bank bonds.^ Judge Curtis long ago wrote lacomcally that, in the 
payment of debts, there was a great difference between " the people 
of Mississippi and the people of Massachusetts." * Mississippi can 
claim the honor of inventing the word "repudiation" in the sense 
in which it is now used.* 

Arkansas was in default in 1841.^ The State had issued bonds 
in aid of the State Bank of Arkansas and the Real Estate Bank 
of Arkansas." Later, the banks were placed in liqui- 
dation by an act of the Legislature,' For many 
years, no interest was paid on the public debt. This was not due 
to lack of resources nor was it owing to any well-grounded claims 
of fraud. In 1845, the unpaid interest on the state debt amounted 
at least to as much as the principal. A moderate tax would have 
sufficed to take care of the accruing interest, yet such a tax the 
Legislature refused to levy.* 

In 1869, an act" was passed for ftmding a portion of the state 
debt with new 6% bonds. By the dose of 1870, Arkansas ag^ 
had increased its debt by issuing bonds for building levees and 
over $5,000,000 bonds in aid of railroads.'" Some of the levee bonds 
issued to contractors were sold by them as low as twenty-six to 
twenty-seven cents on the dollar. '^ In 1873, all the aided railroads 
defaulted in interest, and the State did likewise. '^ On January i, 
1878, the total debt of Arkansas had reached a figure of nearly 
twenty per cent of the assessed valuation of the State.'* 

' Bankers' Magazine, November, 1853, p. 432, Thirty-eighih Annual Report, 
Council of the Corporation of Foreign Bondholders, pp. 386 and 3SS. 

■ CimstittUUm of Mississippi, art. xu, sec. 5, as amended Januiry i8, 1876. See 
ContlituHon ef iSqo, art. xiv, sec. »s8. 

» North American Review, January, 1844, p. 133. 

* See Banters' Magazine, December, 1S46, p. 339. 

* Bankers' Magazine, December, 1854, p. ^&S. 

* Hunt's Merchants' Magasine, May, 1857, p. 542. 

' Tenth Census, vol. 7, p. 603. ' Bankers' Magaane, December, 1854, p. 488. 

' Ads 0/ Arkansas (1868-69), "o. 55. 

"' Commercial and Financial Chronicle, vol. 17, p. 15, and vol. 36, p. 706. 

"" Ibid., vol. 14, p. Sj. " Ibid., vol. 36, p. 706, and vol. 40, p. 119. 

" Commerciai and Financid CkronicU, vol, 3$, p. 161. 
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In the same year, the Supreme Court of the State, on technical 
grounds, held the levee bonds unconstitutional and void.' The 
state legislature repudiated all the raihoad bonds because "au- 
thorized by alien adventurers" ^— the so-caUed "carpet-bag- 
gers" from the North, This action was confirmed by the Supreme 
Court of the State.* Against certain bonds included in the funding 
of iS6g, and known as "Holford" bonds, the people of Arkansas 
later charged fraud.* In 1885, an amendment to the Constitution 
of the State prohibited levying a tax or making an appropriation 
to pay interest or principal of the Holford bonds, the railroad-aid 
bonds, and certain of the levee bonds.' In March, 18S7, the Legis- 
lature passed an act" providing for the "undisputed" debt, in- 
terest on which had been in default since 1S72. Under an act 
passed in 1899, provision was made for refunding the recognized 
debt with an issue of 3% thirty-year bonds.^ The principal of 
the debt of Arkansas unprovided for in 1912 has been given as 
$8,706,773.' 

The second period during which there broke out difficulties with 
state bonds — between 1848 and i860 — was of minor impor- 
s«oDd period tance. The troubles of Texas began before it was 
?l^p^miU annexed to the United States, and the difficulties of 
or repudinUon California proved to be largely a question of legality 
and not of inability or unwillingness to pay. The case of Minne- 
sota was the only one resembling many of the earher and many 
of the later defaults. 

An amendment • to the constitution of Minnesota adopted No- 
vember 6, i860, provided that no law for the payment of prin- 

' Smilhee v. Garth, 33 Ark. 17. 

• Commerciai and Financial ChronicU, vol. 31, p. 303. 

' State of Arkansas v. Little Rock, Miasiaappi River, and Texu Railway Com- 
pany, 31 Ark. 701. 

' Commercial and Pinanciai ChronicU, vol. 33, p. 338, For history ot "HoUords," 
ICC TetUli Census, vol. ;, p. 603. 

• Conslilution of Arkansas (1874), Amendmcot no. I, adopted January 14, iB8j. 

• Ads of Arkansas (188;), p. ) 69, Act Cxlvi. Commercial and Financid CkronUlt, 
vcA. 44, p. 431, and vol. 40, p. iig, 

' Acts of Arkansas (1899), p. 169, Act OCLvra. 

■ Tkirty-Ninlh Annual Rtport, Council of the Corporation of Foreign Bondholder*, 
p. 365. 

' Conslituliitn of Minnesota (i86o\ art. IX, sec. i, as amended November 6, 1S60. 
See General StaltMs of Hinnesota (1866), p, 37. 
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dpaJ or interest 'of $2,275,000 state bonds issued in aid of rail- 
roads should take effect until ratified by popular vote. 
The railroads, which had turned over first-mortgage 
bonds to the State, had become insolvent. When partially com- 
pleted, they had found themselves unable either to negotiate their 
own securities except at "ruinous rates" or to sell any considerable 
amoimt of state bonds issued for their benefit.* In 1862, the 
State granted to the railroad companies title to lands and other 
property free and clear,* Some of the state bonds had gotten into 
the hands of contractors and other irmocent holders.' For many 
years, the State refused to recognize any of this debt. At one time 
the "Grangers" and later the national "Greenback-Labor" party 
were prominent among the repudiators. One "Granger" not ordy 
wanted elected judges pledged to "wipe out the bonds," but was 
ready to "wipe out the Supreme Court" of the United States if 
that court should by any chance declare the bonds an obligation 
of the State. According to good opinion, the State was able to pay 
its entire railroad debt without serious inconvenience.* 

In i88r, the Supreme Court of the State held invalid the con- 
stitutional amendment repudiating the bonds,^ and thereby left 
to the legislature authority to settle the debt. At a special session 
of the legislature called September 19, 1881, an act' was passed 
providing for the settlement of the old debt on the basis of fifty 
cents on the dollar of cash or new 5% bonds for old 7% bonds and 
interest. On January 14, 1882, all but $108,000 of the $2,275,000 
state railroad bonds bad been paid at this rate in new bonds or 
cash.' 

The state legislature of Texas in 1S48 passed an act * to provide 
for ascertaining and auditing the debt of the late 
Republic of Texas — interest on which was in de- 
fault. When Texas seceded from Mexico in 1835, it had a popula- 

' Tenth Census, vol. vii, pp. G33-34. 

' Special Laws 0} Minnesota (1S61), chaps, xvn and xx, pp. 196 and 147. 

' Scotl, The RefHdialion 0} Stale Debts (New York and Boston, 1893), p. 155. 

* Lalor's Cyclopadia of PoiUical Science (Chicago, 1884), vol. m, p. 608. 
' State ». Voung, ig Minn. 474. 

* Laws of Minnesota (iSSi, extra session), cha.p. i. 

' Tenth Census, vol. vn, p. 634. For interesting data bearing espedally on the 
l^ftlilynf the Minnesota railroad debt, see Minnesota State Bonds (New York, 1871). 

* LttiBS oj Texas (1848), vol. c, chap. 143. 
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tion of less than 140,000, of whom only about one third were white 
— the balance being principally Indians. The Republic had its 
independence to maintain, Indian marauders to keep ofi, and the 
other expenses of government to meet.' For a large part of its 
debt, it was claimed, Texas had not received anywhere near face 
value. The state authorities divided the debt into three classes 
on the basis of the estimated value of the claims. The entire 
amount, including interest, was given as $9,647,253.14, to which 
was assigned a value of $4,807,764.37. 

On this basis it was proposed to settle the debt. When Texas 
had become a State, the United States had possessed itself of 
certain customs resources which had been pledged to secure the 
debt of the Republic* In the Texas "boundary bill," ' the United 
States, for the sake of including in New Mexico certain territory 
claimed by Texas, agreed to pay Texas $10,000,000 in 5% bonds, 
provided that only $5,000,000 should be issued until creditors of 
Texas had released the United States from all claims on account 
of customs pledged. The second five million never was received 
because the State could not comply with the conditions.* Febru- 
ary 28, 185s, the United States appropriated $7,750,000 in cash 
and apportioned it among those creditors of Texas claiming against 
the United States.* At the close of 1856, the State was declared 
to be out of debt.' 

California was in default in interest in January, 1854.^ The 
, early debt had been incurred largely for State ex- 

penses.' In 1856, the Supreme Court of the State de- 
clared all the surplusage of indebtedness above the $300,000 limit 

* State and City Supplement of the Commerciai and Financial Chronidt, April 19, 
iSgj, p. 175- 

* TctUh Censta, vol. vn, pp. 600-01. 

' Acts ot 3i5t Congress, rst Sess., chap, xlix, approved September 9, 1830 (9 U.S. 
Stat, at Large, p. 446). Taitk Census, vol. vtl, p. 6oi. 

* State and City Supplement oi the Commercial and Financial Chronicle, April ig, 
1893, p. 176. 

' Acts of 3jd Congress, iA Sess., chap, cxxix, approved February iS, 1S55 (to 
U.S.Stats.Bt Large, p.617.) See toiMo/rtMj (1855-56). chap. l. For laws of Texas 
passed to sellle debt, see Laws of Texai (1849-50). chap, clvh; ibid. (1851-52), 
chaps. L, xcvm, cv. Various substqueDt provisions were made (or the same purpose. 

' Tenik Census, vol. vu, p. 601. 

' Bankers' Magazine and Statistical Rrgisttr, Dec«mbet, iSm, p. 488. 

■ TeMk Cmiiu, vd. vu, p. 644. 
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fixed by the Constitution of 1849 null andVoid.^ In April, 1857, 
the legislature passed an act ' calling in the various illegal issues 
and authorizing $3,900,000 new bonds to be exchanged for the 
old. In April, i860, another act ' was passed authorizing $200,000 
additional bonds to adjust an error in the original refunding. 

The third period of difficulties with state bonds — from the 
time of the Civil War down to the early nineties — may be called 
the true period of repudiation. It is concerned only Third period 
with the Southern States.* The causes of the de- "o^p'o'^i'je 
faults and repudiations of most of the Southern "' "pudiation 
States during this period were in part the same and in part differ- 
ent from the causes of the earliest defaults discussed above. There 
was the same lack of understanding of the proper purposes for 
which state debts should be created and the same inadequate idea 
of the proper management of state finances. There was in addition 
the weakening of the South by the Civil War. Before the war, 
the Southern States, as a whole, were wealthy and prosperous. 
In i860, the total assessed valuation of Virginia, North Carolina, 
South Carolina, Georgia, Florida, Alabama, Mississippi, Louisiana, 
Arkansas, Tennessee, and Missouri was $4,332,901,458, and in 
1880 the total assessed valuation of the same States, with the 
addition of West Virginia, was $2,232,790,584.' This was partly 
owing to the removal of slaves from the list of taxable property 
ajid partly owing to a general undervaluation of property.* There 
was, however, a real loss from the point of view of raising taxes. 

In addition to the economic weakening of the South on account 
of the war, there was in most of the States so-called "carpet-bag" 
govermnent with all its incompetency and dishonesty. As far as 

I Nougues V. Douglass d ai., 7 Csl. 65. Conslilidion of California (1849), ait. 
vm. 

' StaliOa of California (rSjj), chap, ccxuv, approved April 38, 1837. 

• Ibid. (:86o), chap, cccuau, approved April 30, i860. 

• The Fourteenth Amendmeot, section 4, of the Constitution of the United States, 
ratified by three fourths of the States before the dose of 1868, reads: "But odther 
the United States, nor any State shall assume or pay any deht or obligalioa incurred 
in aid of insuirectiOD or lebellioo against the United States, or any claim for the loss 
Of emaodpation of any stave; but all such debts, obligations, aud daims shall be held 
iUegal and void." 

• Tenth Cetims, vol. vn, pp. 4 and 16. 
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misappropriations go, these have been referred to as not exceed- 
ing $20,000,000.' The irregularities in the handling of state debts 
were so numerous and so complicated, however, that it is impos- 
sible to estimate with any accuracy the losses from this source. In 
this period Virginia, North Carolina, South Carolina, Georgia, 
Florida, Alabama, Tennessee, Louisiana, Arkansas, and Missouri 
defaulted in interest or compromised or repudiated the principal 
of their bonds, and Virginia and West Virginia began the dispute 
about West Virginia's share of the ante-Civil War debt of Virginia, 
Some of the States for many years were in a condition of chronic 
default. 

Virginia defaulted in interest July i, i86i.* Previous to the 
Civil War, the State had met every liability for principal and 
interest "faithfully and promptly." The debt, con- 
tracted chiefly for railroads, canals, turnpikes, and 
public buildings, was described later as "free from the taint of 
extravagance, fraud, or doubt."* On July i, 1867, after settling 
for the back interest with new bonds, the State resumed cash 
interest payments at the rate of 4% and issued coupons or cred- 
ited registered holders for the remainder of interest due. 

January i, 1869, the State again defaulted.' The property of 
the people was much reduced, and the task of raising revenue 
under the conditions left by the war was not an easy one.' By 
January i, 1871, the debt, through accumulations of interest, 
had mounted to $47,390,839.96.' To meet the situation, the legis- 
lature passed the Fimding Bill of 1871.' This provided that for 
one tliird of the old debt and interest, except the 5% dollar bonds 
and the sterling bonds,' a certificate should be issued payable in 
accordance with the settlement made between Virginia and West 
Virginia and that for the other two thirds there should be issued 

* Norli AmerUan Rnietir, August, 1S84, p. 141. 

* Commtrcial and Finaruiai Chronicle, vol, 13, p, 139. 

' JVurlA Amerkan Remtvi, Febniaiy, 1883, p. ijo. Commtrcial and Financial 
Ckronidt, vol, 12, p. 360; vol. 14, p. 175. 

* Commercial and Financial Chronide, vA. 13, p. 139. 

* Sortk American Revtw, February, 1881, p. iji. 

* Commercial and Financial ChronicU, vot. 11, p. 360, 

* AcU BJ Virginia (1870-71), ch^). s8l. 

* Tbe 5% dollar bonds wcic funded in the same way, but with new 5% bonds in- 
stead of 6%; and the sterling bonds were IiEated, with certain adjustments, on the 
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new 6% bonds payable in thirty-four years. The coupons on the 
new or "consolidated" bonds were to be receivable for taxes and 
other dues. Under this act there was exchanged something like 
two thirds of the old debt.' 

Then a new spirit came over Virginia's dreams. The so-called 
" Readjusters " appeared upon the scene.* In December, 1871, 
they put through the legislature a resolution for discontinuing 
the funding of the state debt.* The State failed to pay interest 
due in January, 1872, although there were sufl5cient funds in the 
Treasury.* The claim was made that the people were too poor to 
take care of the debt — a claim hardly borne out by facts.^ March 
7, 1872, the legislature passed over the governor's veto an act' 
repealing the receivability of coupons for taxes and other public 
dues. The legislature also agreed to pay 4% interest to holders 
of the "consolidated" bonds who acquiesced in the repeal of the 
tax-receivable feature of the coupons.'' This was the origin of the 
class of bonds known as "pealers." * The Supreme Court of Ap- 
peals of Virginia, however, held that the State must receive the 
coupons for taxes.' 

The panic of 1873 prostrated business and diminished the reve- 
nues of the State,"' In 1874, Governor Kemper in a message to the 
General Assembly declared the State imable to fulfill all the con- 
ditions of the Funding Act of 1871-" Default was made in interest 
January, 1874.'^ In 1879, the legislature passed an act known as 
the McCulIoch Bill," which provided for refunding a part of the 
debt with new bonds bearing 3% interest for ten years, 4% for 
twenty years, and 5% for ten years. The coupons from these 
bonds were to be receivable for taxes. This act was acceptable to 

' Commercud and Financial Chronicle, vol. 14, p. 151- Up to December i, 1871, 
%ilfilofit)-i consols were issued. {Tcnlh Census, vol. vn, p. 557,) 

• North American Remeur, February, 1881, p. isi. 

• Commercial and Financial Chronidt, voL 13, p, 839. 
' Ibid., vol. 14, pp. SI and 175. • Ibid., vol, 14, p. I7J. 

• Acts of Assembly (iSti-?*), chap. 148, 
' Commercial and Financial Ckronide, vol. 14, p. 333. 

• See Anurican Law Revieai, vol. xxm, p. 937. 

• Antoni v. Wright, 11 Gratt., 833. 
■• Iforlh American Rcvieai, February, 1881, p. 153. 
" Commercial and Financial Chronicle, vol. 18, p. 350. 
" Ibid., vol. 18, p. 558. 
" Acts of Virsinta, (187S-79, Special Session), chap. 14. 
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creditors, and under it a portion of the debt was exchanged for 
new "ten-forty dollar bonds." ' 

Later, the political complexion of the Government changed, 
refunding ceased, and interest on the "ten-forties" was defaulted.' 
In 1880, the Supreme Court of Appeals of the State held the Mc- 
Culloch law constitutional and the coupons receivable in full for 
taxes.' The " Readjusters " triumphed, however, in 1882 with the 
enactment of two laws known as the "Coupon-Killers"* — the 
effect of which as interpreted was to prevent the receipt of any 
large amount of coupons for taxes — and a law known as the 
Riddleberger Act ' for the settlement of the debt. This act, after 
leaving to West Virginia provision for one third of the old debt 
(1861) or its equivalent, provided for scaling various classes of 
the remainder from 20% to 47%. 

For many years, the bonds issued under this act were the only 
bonds of the State receiving interest in cash. The "consols" re- 
ceived no interest in cash and the "pealers" no interest at all from 
1874, and the "ten-forties" received no cash interest after July, 
1880.° The bondholders made various unsuccessful attempts to 
obtain satisfactory tenns.' Finally, in i8gi, after several months 
of negotiations, the bondholders and the representatives of the 
State arrived at a basis of settlement.' After certain adjustments, 
the principal and interest of the state debt July i, 1891, was de- 
termined to be $28,616,972.98. The "Olcott Plan," allowing for 
a certain amount of bonds as probably lost, assumed the debt to 
be in round numbers $28,000,000," In exchange for this, it pro- 
posed to issue $19,000,000 new bonds payable in one hundred 
years and bearing 3% interest for ten years and 3% for ninety 
yeare. The coupons were not to be receivable for taxes. The 
different classes of bonds funded were to receive new "century" 

■ Up to October i, 1879, there were issued of these $8,049,450. {Tensk Cauus, 
vd. vn, p. S59.) 

* StvtTilh Annuai Report, Coundl of the CorporatioD of Foieign Bondholders, 
p. 66. 

' WiUiamson v. Massey, 33 Gratt. 337. 

■ Acts of Assembly (iSSi-Si), ch^>3. 7 acid 41. See Panons «. Maiye and others, 
13 Fed. Rep. 113 (Circuit Court, E. D. Virginia, Feb, 11, 1885). 

' Acts of Assembly (i88j-8)), chap. 84, approved February 14, i88*. 

* Connaciai and Financit^ Chronicle, vol. j6, p. 6j6. 

' See ibid., vd. 44, p. 6ij. ' Ibid., vd. 57. p- $6$- ' Ibid., vd. 56, p. 636. 
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bonds in proportions varying from 60% to 75% of principal 
with similar adjustments for interest. This plan was embodied 
in an act approved February 20, 1892,' In December, 1893, Gov- 
ernor McKinney stated that $24,547,358 old bonds had been re- 
ceived in exchange for new bonds and canceled. Four semiannual 
interest payments had been met promptly.^ Later, the reduction 
of the debt was begun through purchases of bonds for the sinking 
fund.* The debt history of Virginia since the Civil War has been 
a checkered one. 

The constitution of West Virginia, adopted in 1863, provided 
that West Virginia should assume an "equitable portion" of the 

public debt of Virginia as it was before January i, 

„, , , . . , ,. - , West ViiEinia 

1801, Later negotiations for an adjustment of the 

debt were begun between the two States.* March 30, 1871, the 
legislature of Virginia passed a funding bill* which provided, 
among other things, that one third of the old Virginia debt should 
be funded with certificates payable in accordance with the settle- 
ment thereafter made between the two States. Virginia claimed 
that $15,239,370.74 properly was chargeable to West Virginia on 
the ground that the new State contained one third of the terri- 
tory and population of the old State.^ West Virginia, on the 
other hand, claimed that her share was not over $953,360.23 on 
the basis of the net amounts expended and invested in her terri- 
tory up to January i, 1861.' The negotiations dragged on for 
years.* 

In March, 1911, however, the United States Supreme Court 
held West Virginia liable for a principal debt of $7,182,507.46 and 

' Acts of Assembly (iSgi-pi), chap. saSi m ameaded by Adi of Assembly (1893- 
54), chap, no, and by Acls of Assembly (1897-98), chaps. 113 and 287. See Com- 
Mtrcial and Pinamiai Chronicle, vol. 56, p. 802; vol. 57, p. 1053. The time (or accept- 
ing the Olcott aettlemeat was extended irom time to time until December 31, 1914, 
with authority given to the Einlcing-fund commissioners to extend one year more. 
(State and City Section, Commercial and Financial Ckroniclt, November 11, 1914, 
p. 169.) 

' ComtHtrcial and FinOTKiai Chronicle, vol. 57, p. 1053, ' Ibid., vol. 58, p. 3S7. 

' Coniliiiaion of West Virginia (:863), art. vm, sec. 8. 

• Tenth Census, vol. vn, p. 564. 
' Ads of Virginia (1870-71), dmp.'aSi. 
' InUmalionai Renew, November, 1880, p . 568. Tenth Census, vol. vn, pp. 364-65. 

• Tenth Census, vol. vn, p. 565. 

• See Cemmtrciol and Financial Chronicle, vol. 56, p. 637; voL 58, pp. ji and 444. 
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left the question of interest for adjustment between the parties.' 
The commissioners of the two States again failed to agree.' In 
June, 1914, the United States Supreme Court ordered a sj)ecial 
master to take additional testimony.^ On June 14, 1915, the court 
sustained in practically every particular the findings of the mas- 
ter. Allowing for a net credit to West Virginia as of January i, 
1861, of $2,966,885.18 and adding to the principal of the debt 
$8,178,307.22 for interest up to July i, 1915, the court held the 
total amount due by West Virginia as $12,393,929.50. The court 
ordered a charge of 5% interest on the total amount awarded by 
the decree from the date of entry imtil the debt be paid. It 
ordered costs divided evenly between the two States. Whether 
the legislature of West Virginia settles in accordance with the 
decision of the Supreme Court remains to be seen.* 

In 1868, North Carolina settled the back interest on all but its 
Civil War debt with new 6% bonds.* The debt had been contracted 
largely for railroads.* Some of the efforts to give aid 
resulted disastrously, and in other cases the agents 
of the State wasted the funds.' Governor Caldwell in 1871 de- 
clared that for many of the "special tax "bonds, issued in exchange 
for railroad and canal stock, the State received only from ten to 
thirty cents in currency on the dollar, and for certain railroad-aJd 
bonds, less than fifty cents in spede.* Octolier 1, 1876, the total 
debt of the State was given as $41,846,930.45. Of this, over 
$13,000,000 was unpaid interest.* 

Governor Vance, in a message to the general assembly in 1879, 
claimed that the State was under no moral obligation to pay the 
debt at face value. He said: "Quite one half of our property upon 
which our bonds were based, was wantonly destroyed by consent 
of a large majority of those who held them. . . ." He declared 
that practically all the spedal tax bonds were "not binding either 

' Virginia b. West Virginia, aao D.S. i; 31 S.C. 330; 55 L.E. 353. 
' See Virginia r. West Vitpnia, »3i U.S. 89; 34 S.C. J9; 58 L.E. 135. 

• Virginia v. West Virgima, 234 U.S. 117. For summary of report of Master, see 
Commerciai and Financii^ Chronicle, vol. roo, p. 414. 

' See Compiercial and Financial Chronide, vol, 100. p, ioqq. 

' Ibid., vol. 6, p. 748. • Tenth Ceimu, VoL vn, p. 567. 

' Ctmmerciai and Financial Chronicle, vol. la, p. S63. 

' Ibid., vol. 13, pp. 74*-4'i vol. 17, p. 8p3. 

* tbid., voL 13, p. 599. 
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in law or good morals." '■ An amendment to the State Constitu- 
tion ^ was adopted and ratified later by popular vote forbidding 
payment of the following bonds unless the proposal to pay them 
shall have been ratified by a majority of aJl the voters of the 
State: spedal tax bonds, $11,366,000; Chatham Railroad bonds, 
$1,030,000; Williamston and Tarboro Railroad bonds, $150,000; 
penitentiary bonds of 1868, $44,000. These bonds still are un- 
paid.' 

In 1879, the legislature also passed funding laws • providing 
substantially as follows: (i) for the issue of 4% bonds due in igio 
to fund ante-war bonds at 40% of face value, railroad bonds 
recognized as valid at 25% of face value, and funding bonds of 
1866 and 1868 at 15% of face value, nothing being given for over- 
due coupons; (2) for the issue of 6% bonds due in 1919 in exchange 
for North Carolina railroad construction bonds at par, holders 
of construction bonds abating $240 of overdue interest on each 
$1000 bond. Various attempts have been made since to enforce 
payment of the special tax bonds.* In 1905, as the result of a de- 
cision by the United States Supreme Court," settlement was made 
for a small amount of bonds secured by stock of the North Caro- 
lina Railroad.' In 1913, the legislature passed an act* authoriz- 
ing the payment of a small amount of unfunded bonds in cash at 
fifteen, twenty-five, and forty cents on the dollar of prindpal on 
the basis of the Funding Act of 1879. The debt history of North 
Carolina shows the unfortunate results of a heavy debt incurred 
to a considerable extent without vaJue received. 

During the Civil War, South Carolina became in arrears in In- 
terest." March 23, 1869, an act " was passed to pro- 
vide for the "conversion of state securities," This 

' Camnerciai and Financial Chronicle, vol. j8, p. 69. 
', ' Constitution of North Carolina (r868, as amended 1879), art i, sec. 6. 

' Thirty-ninth Annual Report, Couodlot the Corporation of Foreign Boadholders, 
p. 366. 

* Lasi's of North Carolina (1879), chaps. gS and 138. 

' See Commercial and Financial Chronicle, vol. Bj, p. iioo; vol. 86, p. 121; vol. 90, 
p. 349; vol. 93, pp. 477 and 610. 

' South Dakota s. North Carolina, 193 U.S. 386 (1904). 

' See Commercial and Financial Chronicle, vol. So, p. 13S3, 

' PiMic Laws of North Carolina (1913), chap. 131. Cf. Slid. (1S79), chap. 98. 

' Commercial and Financial Chronicle, vol. 13, p. 633. 

" AOi of South Carolina (186S-69), no. 159. ' 
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act provided for funding the old debt and interest with new securi- 
ties bearing the same rates of interest as the old. The state debt 
history of South Carolina goes back to 1794 and includes the issue 
of bonds in aid of banks and railroads.* After the Civil War, the 
State suffered under an extreme example of "carpel-bag" gov- 
ernment,' Much of the State's money was stolen or wasted.' 
Apparently bonds were issued largely in excess of the amounts 
authorized by law, and railroad securities were endorsed on a 
wholesale scale. According to a report of a conunittee of the legis- 
lature during the session of 1871-72, there had been created 
direct and contingent liabilities amounting to $28,977,608.20 for 
the existence of a large part of which no adequate reason could be 
given. The State was declared to be virtually bankrupt.* In 
January, 1872, the State again defaulted in interest.^ 

In 1873,* the legislature passed an "act to reduce the volume 
of the pubhc debt and to provide for the payment of the same," ^ 
This act declared void $5,965,000 bonds issued for the conversion 
of the State debt, on the ground that these were put on the mar- 
ket without authority of law. It provided further that the re- 
mainder of the debt should be funded at fifty per cent of its face 
value and interest from 1872 into new 6% "green consols." Up 
to October 31, 1875, there had been funded, imder the Act of 
1873, $7,220,513.65 of the old debt.* 

At various times, up to 1877, interest on all or a part of the 
debt was in default.* Legislative investigating committees in 
1877 reported $3,608,707 treasury vouchers issued without proper 

' Commercial and Financial Chronicle, vol. 12, p. 197. 

* Ibid., vol. 13, pp. 6aJ-33. Intertialumal Review, November, 1880, pp. S76-77. 

' The liberality of the legislature to itself and its friends extended at one lime to 
having fitted up a room in the State House wherein toser\'e "wines, liquors, eatables, 
and dgars to state oliidals, senators, members of the House and thdr friends, at all 
houiB of the day and night." (Rrport ai the Joint Investigating Committee on Public 
Frauds, etc, 1877-78, quoted in Scott, The Rtpudiaiion 0} SlaU Debts (New York 
and Boston, 1S93], .appendix vi, p. 3(4.) 

* Tenth Census, vol. vu, p. 571. 

* Commercial and Financial Chronicle, vol. 18, p. 317. 

* The governor in a message referred to the debt of the State, October 31, 1873, 
as 115,851,617.35- Tetah Census, vol. vu, p. 574. 

' Ads of South Carolina {Special Session, 1873), no. 437. 
' Tenth CcHSMs, vol. vn, p. 575. 

* See Commercial and Financial Chronide, vol. 31, pp. 334, 131, 535, 614; vol. 13, 
p. S7; vol. 24, p. 44S. 
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legal authority and the overissue of $1,000,000 of a loan for the 
payment of interest on the public debt. March 22, 1878, there 
was established by joint resolution a court of claims, with the 
idea of trjing to straighten out the state finances.' In 1879, the 
Supreme Court of the State declared illegal certain bonds in- 
cluded in the refunding under the Act of 1873.^ Invalidity was 
discovered to a considerable extent among the "green consols."' 

The final adjustment took place under an act approved Decem- 
ber 24, 1879, and amended February 20, 1880.* All valid "green 
consols" and valid portions were exchangeable at par with in- 
terest to July I, 1878, for new "brown bonds" printed from the 
same plates.^ A writer in the "International Review" in 1880 
held that South Carolina had the best excuse for repudiation of 
all of the States.' 

An act ' was passed in 1871 "to protect the people of the State 
of Georgia against the illegal and fraudulent issues of bonds. . . ." 
Under authority of the state constitution of : 
endorsements of railroad bonds were permitted for 
not over one half the cost of the road and provided that the State 
should have a first lien on the property,' Accordingly, up to March 
16, 1871, the State had endorsed $5,923,000 railroad bonds.* Fur- 
thermore, under the rule of the "carpet-baggers," Georgia was 
plunged into debt for all sorts of alleged public improvements. 
Later, claims were made of the issue of bonds in excess of the 
amount provided by law, of fraud, and of other irregularities," 

' Tenth Cemus, vol. vn, pp. 576-77. Acts 0} South CaroIi»a (1877-78), Joint Reao- 
lutkm no. 99, p. 669. 
' Walker v. State of South Carolioa, 13 S.C. 200 (1879). 

* Commercial and Financial Chronicle, vol. 28, p. 18. 

'* Ach of South Carolina (1879), no. 186. Ibid. (1880, Extra Session), no. 124. 

■ December 19, 1904, the Umted States Supreme Court affiimed the dedsion of 
the United States Circuit Court in the case oF Lee f. Robinson and declared the 
revenue bond scrip of this Slate to be void. (196 U.S. 64.) Under Act of March a, 
1871, $1,800,000 o( this scrip had been issued. (Comntercial and Fincncial Chrontdt, 
vol, 80, p. 725.) The act was passed over the veto of the governor, March a, 187a- 
iAOs of South Carolina |t87i-7j|, no. 65.) 

' lnttm(^ional Rniew, November, iSSo, p. 576. 
' Gtorgia Lams {1871-72), no. 5. 

■ Constitution of Georgia {1868), art. m, sec. vi, sub-sec. j. 

* Cominercial and Financial Chronicle, vol. 12, p. 36a 
Lalor's Cyclopadia of Political Scienci (Chicago, 1S84), vol. m, p. 606. See Prt- 

of Georgia Laws (1871-71), no. s- 
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The legislature in 1872 declared void $3,982,000 state bonds 
and state endorsements of $4,475,000 railroad bonds.' An amend- 
ment * to the constitution in 1877 provided that numerous issues 
of bonds never should be paid. The principal of the defaulted debt 
of Georgia in 1912, according to the Council of the Corporation of 
Foreign Bondholders, was $12,757,000.* In justice to Georgia, it 
must be said that, while her resources probably were sufficient 
to take care of her entire debt,* she suffered in common with other 
Southern States through incompetent and dishonest government 
in the Reconstruction period.* 

Beginning in 1823, Alabama issued its bonds in aid of banks and 
other private enterprises. In the early forties, mterest on the 
state debt was met promptly, though with difficulty. 
After November, 1861, interest payable in New 
York was defaulted, but interest due in London was paid regu- 
larly to January, 1865. Later, the unpaid interest on bonds issued 
both in London and in New York was settled with new bonds. A 
similar settlement was made for the principal of bonds which 
matured in 1863, 1865, and i866.' 

In 1867 and 1868, the legislature passed acts^ providing for 
state endorsement of railroad bonds under certain conditions. 
Under this general authority, endorsements were made for $19,- 
006,000. The State also issued $2,300,000 direct bonds for rail- 
roads.* July, 1873, the State defaulted in interest on bonds and 
endorsements in aid of the Alabama and Chattanooga Railroad.' 
The road had become bankrupt." In 1873, an act " was approved 

' Commercial and Financial CkronicU, vol, 15, p. 411. Georgia Laws (187a), 
nos. I, J, 3, 4. S- 

' Gtorgia Censtilutien {i863), art. 3, sec. 6, as amended May i, 1877. 

' Tlrirty-nintk Annual Report, Couudl of the Corporalioa of Foreign Boodholden, 
p. 366. 

' Investors' Supplement, Commercial and Finaiteial Chrmick, July 31, 1875, p. Iv. 
Inlemational ReeUw, November, 1880, p. 578. 

' See Commercial and Financial Ckrottide, vol. 19, p. 375. Lalor's Cydopadia of 
Palilical Science, vol. m, p. 606. 

' Tenlh CensMi, vol. vn, pp. 590-91. 

' Actio/ Alabama (iS(>(r^7'i,na.t4Uimmeadedby ibid. (,tS68).p.iT,ibid.(.ii6S), 
no. 3. See also ibid. ( 1869-70), no. 141. 

• Tcnili Ctiuui, vol. vn, p. 593. 

• Commercial and Financial Ckronide, vol. is, p. 14. 
>" Ibid., vol. 13, p. 739. 

" AcU of Alidnima (1871-73), no, 11, spptoved ApcU 91, 1873. 
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providing for the issue of state bonds in place of state endorse- 
ments in the ratio of one to four. The new bonds were to mature 
in thirty years and bear 7% interest. The State settled with some 
of the railroad companies on this basis.^ 

In June, 1875, the debt of Alabama was estimated as $31,952,- 
000.30, of which $9,691,000 was contingent railroad debt, $4,- 
696,407 past-due interest, and $2,500,000 estimated floating 
debt.* The taxable property of the State at this time was about 
$159,000,000.* The State was described as in a condition of 
"practical insolvency." This was held to be due to the bad effects 
of the war, loss of crops, and loose state and county administra- 
tions. A Southern newspaper blamed the bondholders for sup- 
porting Congress in fastening on the people "that thieving crew" 
who voted away the State's credit "by the cart-load." * 

By an act* passed in 1876, the debt was "adjusted" to not 
over $9,668,423.* There were authorized $7,000,000 new bonds 
bearing interest at 1% for the first five years, 3% for the next five, 
4% for the next ten, and 5% for the final ten years; $1,000,000 
bearing interest at 2% for the first five years and 4% for the next 
twenty-five; and $596,000 bearing 5% from the begiiming. For 
the old general direct debt bearing 5%, 6%, and 8% interest, the 
new 2%, 3%, 4%, and 5% bonds were given dollar for dollar with- 
out any allowance for interest; for the 7% state bonds issued in 
the ratio of one to four for endorsed railroad bonds, the new 
5% bonds were given at the rate of fifty cents on the dollar of 
principal, together with a waiver of certain unpaid taxes. In ex- 
change for the endorsed bonds of the Alabama and Chattanooga 
Railroad, amounting to $5,300,000, there were given the $1,000,000 
bonds bearing 2% for five years and 4% for twenty-five years; 
for the $2,000,000 state bonds issued direct to the railroad, the 
State released its lien on the road and transferred 500,000 acres 
of land.^ There are at present defaulted loans of the State of 

' Teitlh Cti%sifS, vol. vH, p. SQ3- 

' CoMnurcial and Financial Ckroniek, vol. »o, p. s8a. ' Ibid., vol. 21, p. 176. 

* Ibid., vol. 20, p. s8». ' Acli of Alabama (1875-76), no. 38. 

* Taili Ceniw, vol. vn, p. sg;. See also Commercial and Financial Chronide, voL 
93,p. 6j». 

' See Third Annual Report. Council of the Corporation oi Foreign Bondholders, 
pp. 31-ji; Finirik Report, pp. 12-17, ""d Fifth Report, pp. lo-ji. Tenth Censiu, vol. 
vn, pp. S94-9S- 
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Alabama, but there are no available records of their amount and 
character.' 

Tennessee issued bonds in aid of banks as early as 1832. The 
State also issued bonds, from time to time, in aid of railroad and 
turnpike companies. In April, 1865, the total state 
liabilities, including endorsements but not including 
war debt, were given as nearly $20,000,000. Small portions of the 
principal of the state debt had matured from 1861 to 1864 and had 
not been paid. The revenues of the State in 1865 were insufficient 
to pay current expenses and interest on the debt. A large portion 
of the raihoad companies to whom bonds were issued did not pay 
the interest. From time to time these roads were sold and the 
proceeds applied to payment of the bonds.^ In 1865, provision 
was made for paying all past-due bonds and interest.' 

In 1866, $5,958,000 additional state bonds were authorized in 
aid of railroads. The July, 1868, interest on the debt was not met. 
In 1868, interest was funded. July i, 1869, the total liabilities of 
the State were $39,896,504.55. Of this debt a considerable portion 
was taken care of through sale of state interests in railroads.* 
March 17, 1873, an act^ was approved to fund the legally issued 
bonds and coupons of the State with new 6% bonds. 

The July, 1875, interest was not paid.* The State had difficulty 
in collecting taxes.' In 1879, the governor of the State said that 
it had been able to pay only three installments of interest in ten 
years. He reported the debt, including interest, as $24,274,017.* 
An act, approved March 28, 1879, for funding the debt at fifty 
cents on the dollar with new 4% bonds, was rejected by popular 
vote.* In i88r, an act was passed funding the debt at par with 
new 3% bonds, but this act was declared unconstitutional by the 
Supreme Court of the State.'" In 1882, an act was passed funding 
the debt at 60% of the principal and interest with new bonds 

I Tkirty-nintk Annual Report, Council o[ the Corporation of Foreign Bondholders, 
p. 365. 

* TeiUk Cmnu, vol. vn, pp. 604-05. • Acts of Tennessee (1865-66), chap. nc. 

* Tenth Cauui, vol. vc, pp. 605-06. ' Ads 0/ Temiessee (1S7J), chap. XXIV. 
' Commercial and Financial Chronicle, vol. 31, p. 87. 

' Ibid., vol. it, p. 614. • Ibid., vol. »8, p. 44. 

* Setentk Annual Befiort, Council of the Corpontian of Fordgn Bondholders, 

'• Acts oS Temttitte (i88i), chap. Cixxm. Lynn i. Polk, 76 Tena. m (1881). 
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bearing 3% interest for two years, 4% for two years, 5% for two 
years, and 6% for twenty-four years.' In 1883, the state treasurer 
absconded leaving a large deficit. The legislature thereupon re- 
pudiated the settlement and stopped the payment of the January 
coupons.* 

In the same year the legislature passed an act * scaling certain 
portions of the debt 24%, 21%, and 20%, and funding these por- 
tions with bonds bearing 6%, 5J-^%, and 5% respectively, and 
scaling practically all the rest of the debt 50% and funding it at 
3% interest. Under an act of 1905,^ all unfimded bonds, except 
$335,666.66 held by the United States Government, were elimi- 
nated from the state debt as of January, 1907. 

In the case of Tennessee, there was no reasonable doubt about 
the validity of most of its bonds.'' Like many others, the State 
incurred a large debt — sometimes for purposes of doubtful value. 
The State had a good many misfortunes, including war'and yellow 
fever. The condition of the Southern States at one time, according 
to the " Commercial and Financial Chronicle," ^ called for forbear- 
ance. At the same time the treatment of their debts was not such ■ 
as to inspire the confidence of investors. 

Since the Civil War, Louisiana has had a debt history somewhat 
similar to the debt histories of other Southern States, The early 
debt of the State included bonds issued for railroads . . 
and liabilities incurred in aid of banks and munici- 
palities.' In 1866, the state auditor referred to the great decrease 
in taxable property since the Civil War, to the difficulty of col- 
lecting taxes, and to the fact that state currency was receivable 
for public dues.* The legislature of 1866 authorized $997,300 
bonds to pay certain bonds and coupons past due. 

' Acts af Tennessee (tSSi~Sj, jd Extra Session, 43d General Assembly), cbap. 
p. 6. 

' Tenth Annual Report, Council of the Coiporation of Foreign Bondholders, p. 93. 
See Commercial and Financial Chronicle, vol. 36, p. 170. Acti of Tcnnesiee (1883), 

» Acts of Tennessee (1883), chap. UDCav, p. 76. ' Ibid. (11105), chap, 393. 

' JnlemationalRemeui.tiaveinhei, 1880, p. 585. See Lalor's Cydopadia of Polilkal 
Sciencr, vol. m. p. 6to. 

• See Commercial and Financial Chronicle, vol. 28, p. 27, and vol. jg, p. 9i. 

' See Tenth Census, vol. vn, p. 597. For certain interesting phases of early his- 
tory, see North American Reeieto, January, 1844, pp. 137-40. 

■ Comrntrdai and Financial Chronicle, vol- 4, p. 333. 
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From 1867 to 1871, large amounts of bonds were issued for levees 
and in aid of railroads and canals.' In 1871, certain taxpayers 
issued a warning that the legislature was exceeding its powers,' 
The total liabilities of the State January 1, 1872, amounted to 
$41,733,752.* A considerable amount of overdue interest was 
paid in 1873. Later, a committee of seven citizens appointed by 
the governor reported against the validity of a large part of the 
debt, and claimed that for a portion of the remainder the Slate 
had received only from thirty to fifty cents on the dollar.* In 
September, 1874, owing to mlsgovemment and impending bank- 
ruptcy, the Federal authorities placed General Emory tempo- 
rarily in charge of the State Government and property,' 

January 24, 1874, a funding act * had been passed providing for 
an issue of "consolidated bonds of the State of Louisiana," pay- 
able forty years from January i, 1874, and to bear 7% interest. 
These bonds were to be exchanged for all valid bonds at the rate of 
sixty cents on the dollar. Under the same date, another act ^ was 
passed proposing a constitutional amendment to declare the new 
consolidated bonds a valid contract between the State and the 
holders of the bonds. May 17, 1875, Governor Kellogg, who had 
returned to power, signed an act * supplemental to the funding 
act. The new law declared $r4,32o,ooo bonds, issued mostly for 
levees and railroads, "questioned and doubtful." The bonds were 
to be passed upon by the courts. Under these acts, there were 
funded up to the dose of 1878 old bonds amounting to $19,874,666,' 

January i , 1879, the State again defaulted in interest.'" The debt 
ordinance '^ of the new constitution of the State, adopted July 

' Tenik Census, vol, vn, p. sijS. 

' Commercial and Financial Chrmiicle, vol. 13, p. 403. 

• Tenik Cenius, vol. vn, p. 598. 

* Commercial and Financial Chronide, vol. i3, p. 61. ' Ibid., vol. tg, p. aSj. 
< Latia of Louisiana (1874, 3d Leg., ad Sess.), no. 3- ' Ibid., no. 4. 

' Ibid. (1875, Extra Seas.), no. 11. Commercial and Financial Chronicle, vol. so, 
p. 511. 

' Sixtk Annual Rtpmi, Cound) o( the Corporation of Fordgn Bondholdcn, p. 34, 
On a portion of tbe new bonds, the State was in default July 1, 1S74, July 1, 1S75, 
and July i, 1876. 

" Commercial and Financial Ckronide, vol. 18, p. 43. Defaults also in 1877 aod 
1878. (Scott, p. us.) 

" ConsiUution of Louisiana (i87g), art. i of debt ordinance. See Lavs of Lomti- 
ana (1884), pp. 74 and 77. 
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23, 1879, reduced the interest on the consolidated bonds to 2% 
for five years from January i, 1880, 3% for fifteen years, and 4% 
thereafter. Holders of the consolidated bonds were given the 
option of exchanging them at the rate of seventy-five cents on the 
dollar for new bonds bearing interest at the rate of 4%. This 
action, together with the repudiation of various issues of bonds, 
was justified by those who carried it out on the grounds that at 
one time the State House had been seized by United States sol- 
diers, that the body of men that passed the funding act of 1874 
was not a constitutional legislature, and that the bondholders 
were mainly Northern capitalists,' In June, 1882, an amendment 
was passed, and later ratified by the people, fixing interest on the 
consohdated bonds at 2% for five years from January i, 18S0, 
and 4% thereafter.* The Supreme Court of the United States in 
March, 1883, held that whether or not the debt ordinance violated 
the contract of 1874 and therefore was unconstitutional, there was 
no remedy.' The Council of the Corporation of Foreign Bond- 
holders in 1912 listed $5,627,160 Louisiana bonds the principal of 
which was in default.* 

The only other State to be discussed in connection with defaults 
is Missouri. This State was in default in interest on its railroad 
debt from i86t to 1867. In the early fifties, Missouri 
had loaned its credit on a liberal scale for the con- 
struction of railroads. In 1859, i860, and i86r, nearly all the 
railroads which bad debts guaranteed by the State defaulted. 
The State became directly responsible for obligations amounting 
to $23,701,000, in addition to its previous debt of about $1,000,000. 
Later, much of the railroad property was destroyed. Furthermore, 
during the Civil War, the State was obliged to incur large addi- 
tional indebtedness for military purposes. The state debt proper 
and the new military debt were taken care of promptly as regards 
interest; and by the end of the war, the principal of the military 
debt had been considerably reduced. On January i, 1865, the 

' Ldor's Cychpirdia ef Polilical Scienet, vol. m, p. 606. 

• Amendment ratified April 33, 1884. See Lowj c/ Louttiami (1883), no. 76, and 
»Wrf. (1884), p. 77- 

• Louisiana b. Jumel, 107 tJ.S. 711. New Hampshire ». Louisiana, 108 U.S. 76. 

• TUrly-nintlt Annual Report, Coundl of the Corporation of Fondgn Bondbolden, 
p.3«. 
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aggregate state debt was $36,094,908, of which $24,754,000 repre- 
sented railroad bonds which the State had guaranteed and old 
state bonds issued prior to the Civil War.' 

In 1S67, the legislature passed an act ^ authorizing a tax of four 
mills to be applied to the credit of the state interest fund, and 
providing that certain sums received from the United States be 
applied to the payment of overdue coupons. The act also provided 
for the issue of six per cent funding bonds for the remaining over- 
due coupons. In 1874, a further funding act ' provided for $1,000,- 
000 sis per cent twenty-year funding bonds to be used from time 
to time to pay maturing bonds. So vigorously did Missouri go 
about the work of paying its debt that by January i, 1869, the 
total debt had been reduced to $21,675,000 and by January 1, 
1885, to $15,243,000. The debt history of Missouri is a troubled 
but an honorable one. 

In the matter of debt histories, mention may be made of three 
other States. In 1S40 to 1842, the solvency of New York State 
was "in great jeopardy." The State had made loans 
state debt to railroads and incurred a large debt for canals. In 

''^ 1841, Ohio had great difficulty in borrowing money 

to continue work on its system of internal improvements. Both 
these States, however, always managed to pay promptly interest 
and principal of their debts. Massachusetts, during the Civil War, 
when gold was at a premium, agreed to pay interest and principal 
of all scrip and bonds in gold or silver coin.* All the other States 
of the Union, according to our information, have clear records 
for the payment of their debts. The States with longer histo- 
ries have had more chances to get into trouble than the younger 
States, and also have not always had others' mistakes to guide 
them. Repudiation has not been confined to the Southern States; 
though it must be said that the people of those States have shown, 
on the whole, much less responsibility in debt matters than 
the people of the North and West. This may be accounted 

■ See Report, State Auditor of Mbsouri (18E3-S4), part □, pp. 40, 74 vxd 116, 
and Tenth Cauus, vol. vn, pp. 636-37. 

' Act approved March la, 1867 (Lams of Uisseuri [1867I, p. t68), t 
act approved March as, 1868 (ibid. [1868, Adj. Sess.l p. 174). 

' Art approved March 30. "874 (Lawi of Misioun[iin],p. 169). 

* Tenth CenjTM, vol. vn, pp. 337, jjg, 614- 
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for partly by the large percentage of negro population in the 
South. 

Our study of the debt history of the States leads us to the con- 
clusion that debts too large compared with the property available 
for taxation or debts incurred for purposes not strictly 



I 



likely to refuse to pay when they feel unwilling to ^aSerws^ 
stand the burden of taxation necessary or when they 
feel that they have not had their money's worth for their bonds- 
The situation is greatly aggravated by the fact that there is no 
adequate legal remedy for bondholders. As long as the Eleventh 
Amendment stands, "a sovereign State possesses the royal right of 
snapping its fingers in its creditor's face." ^ However, people, evea 
the most light-hearted in debt matters, are willing to pay their 
debts and maintain their credit when the debts have been justly 
incurred and when they have plenty of resources with which to pay. 

The experiences of our States in the creation and payment of 
debts have had the salutary effect of causing practically all the 
States of the Union to place in their constitutions E»perieDce hu 
debt provisions which are, on the whole, extremely ^"^^,^''" 
conservative. Just as our form of government, fed- smica to limit 
eral. state, and municipal, is largely the outgrowth stitutiona suu 
of our colonial experience in government, so the lim- * t-niakms 
itations in our state constitutions on the creation of debt by the 
States are the outgrowth of our early experience in debt-making. 

Four States, however (New Hampshire, Vermont, Massachu- 
setts, and Connecticut), have no constitutional limitations what- 
ever on the creation of debt. These States have such „ 

,. , . . , , , , . , . Four States 

^lendid nnanciat records that the necessity of im- have 



power of the legislatures never has been strongly felt. 
The present constitutional provisions in regard to the debt- 

• Then is developing at the present time in Canada an interesting atuation and 
one which bears a striking resemblance to the situation in the United States before 
1840. The Dominion Government has guaranteed bonds of the Canadian Northern 
and Grand Trunk Pacific Railways. The situation of the companies is such that the 
Government may be called on to make good ita guarantee and the economic and 
financial condition of Canada makes tliis problem full of interest. (Sec Boston Even- 
ing Transcript, January ri. iQrj.) 

' Lakjr's Cydopadia cf FolUkal Science, vol. m, p. 613. 
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creating power of the remaining States of the Union are grouped 
j^j. ^ about five principal considerations: — 

tutioiuQ provi- (i) Permission to borrow without limit for the pur- 
S^ion"™ pose of repelling invasion, suppressing insurrection, 
M«te e ti ^j. defending the State in time of war. 

(a) Permission to borrow, usually limited to a small amount, 

for the purpose of meeting casual deficiencies in revenue, 
(3} Permission to borrow for some special purpose definitely 
stated in the act authorizing the loan, provided that arrange- 
ments are made in the act for paying the interest and prin- 
cipal of the bonds and provided in many cases that the act 
authorizing the loan is ratified by a vote of the people. 
(4) Permission to issue bonds or notes to refund existing debt. 
(5} Prohibition against loaning the credit of the State to private 
enterprises, engaging in works of internal improvement, or 
loaning credit to political subdivisions. 
The above provisions may be said to be the standard constitu- 
tional arrangements about the creation of debts by States.' 

The provision permitting unlimited borrowing in case of in- 
vasion, insurrection, or war obviously is necessary and advan- 
tageous. If a State carmot protect itself against 
insunection. invasion, or cannot maintain law and order, or even 
*" "" is unable to assist the Narional Government in time 

of need, its very existence is threatened. 

The provision allowing a State to issue bonds or notes up to a 
small amount to take care of casual deficiencies in revenue or 

. , , , other unexpected emergencies is simply precaution- 
Casual deficaen- ™, ■ . . r, r ." r 

dea and othir ary. The amount which a State may borrow on this 
emecgenaei fjasis should be and usually is limited very strictly. 
Ttese loans are in their very nature temporary and are paid 
usually out of revenues as received.* 

■ For examples of Fiirly representative constitutioiiai debt provisionB, see Onufitw- 
lion cf Ncu' York (1894), as ameoded, art. vn, sees, 1-4, as amended in November, 
1909, and art vn, sec. la; Catulituliort ofOkto (1851), as amended September, igll, 
att. vm, sees. 1-5, and an. xn, sec. 6; ConslUulton of Virginia (iqoi), art. xm, sec*. 
1S4, 1S5, and 1S7; CoHstiiutioH ef Utak (1895), as amended, art. xiv. sees, t.i.ond 
6; CmalUulion of California (1879), as amended, art. iv, sees. 32, 31; art. xn, sec 13; 

■ The constitution of Missouri (1875) provides that such loam shall be paid wiLb- 
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The provision allowing a State to borrow for some definite piece 
of work, pro\ided arrangements are made in the act for the pay- 
ment of the loan and provided the people approve 
the creation of the debt, is not found in all the state definite puiTiose 
constitutions. It is, however, a fairly common pro- by voicof the 
vision. It is tmder this authority granted by its con- '™''''' 
stitution that the State of New York has borrowed large sums on 
long-term bonds for highways and canals. It is a provision which 
in the case of any people not naturally careful about the creation 
of debt may be liable to a good deal of abuse. 

Prohibition against using the credit of the State in aid of private 
enterprises, which is found in almost all the consti- . 

tutions,^ is the direct result of the early experience against loan- 
of the States in debt-making, "* " 

In the constitutions of some of the States there are found special 
provisions about the proportion of debt to assessed valuation, 
about the form of votes for authorizing debt, about . 
the length of time which bonds shall have to run, ititutiond 
and various other matters. Sometimes special pro- p'""^""" 
vision is made for specific issues of bonds, as in the case of Cali- 
fornia * for the Panama Pacific Exposition. 

The constitution of North Dakota ' provides for the certifica- 
tion by the auditor and secretary of state on all state bonds that 
the same are issued pursuant to law and within the Legality 
debt limit. In view of the fact that a State may °' '^"' 
refuse to pay its debt, whether legally issued or not, the question 
of legality is not as important in state bonds as in municipal 
bonds. It should, however, always be taken into consideration. 
This is attended to usually by obtaining the opinion of competent 
lawyers. 

A careful study of the constitutional provisions of all the 
States in regard to the creation and payment of debts Substantial 
shows a substantial agreement on what is sound ^catSnin" 
and wise. The provisions have ahnost a monotonous ^^"d°b^ 
uniformity. 



^^M ■ CoTOra, B& 

^^H ■ CtmstUuik 

^^H ■ CoHsUtulk 



Contra, see CanslilulUm cf Rliode Island {1845). i 
CtmstUuiion of California (1879), art. rv, sec. 21, 
CoHsUtulion of North Dakota (1889), art. xii, sec 



; ameaded November S, igio. 
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On the whole, the States of our Union, since the early days of 

the rage for so-called internal improvements and since the Civil 

War and carpet-bag periods in the South, have been 

Finuiodita- ,. , r , , ■ . 

biiiw depends exccedmgly careful about creating and very consaen- 
e peop e jjoug about paying debts. The frequent amendments 
to the constitutions of some of our Western and Southern States, 
however, show that in the last resort the only reliable safeguard 
against the creation of exces^ve debts is the disposition of the 
people themselves. 

Another important class of considerations in estimating the 
credit of our States is concerned with population. The amount of 
population and the increase of population in a State, 
ibe'siatn'and ^^ showing its size and growth, are important. Table 
ir^i""^"** ^ f°" P^S^ '33^ gives the population in 1900 and in 
1910 and the percentage of increase from 1900 to 
1910 of all our States.* 

Table A shows the greatest percentage of increase in population 
in the States of North Dakota, Oklahoma, Idaho, Nevada, and 
Washington and the smallest percentage of increase in New Hamp- 
shire, Vermont, Iowa, and Missouri. The credit of the respective 
States mentioned, however, shows how dangerous is the taking of 
any one factor by itself as decisive in determining the credit of 
a State. 

The character of the population is a far better test of credit. 
Popuiition Table B (on page 134) shows the percentage of white, 
by color negro, and all other races to total population in all 

our States in 1900 and 1910.' 

Table B shows the States of Maine, New Hampshire, Vermont, 
Michigan, Wisconsin, Miimesota, Iowa, and Nebraska all with a 
population 99% or over white. On the other hand, it shows the 
States of South Carolina and Mississippi with a white population 
of less than 45% of the whole; the States of Georgia, Florida, Ala- 
bama, and Louisiana with a white population of only between 
50% and 60%; and the States of Virginia and North Carolina 
with a white population between 60% and 70%. These &gures 
are interesting when taken in coimection with the debt histories 
of the various States. 

' TkiritcnikCmiia,PopuliHim,ya\.i,pp.i'a,ii. ' /dtif., vol t, pp. 147-53. 
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TABLE A 



State 



Alabama 

AnBona 

Arkansas 

California 

Colorado 

Connecticut. . . . 

Delaware 

Florida 

Georgia 

Idaho 

Illinois 

T n/^ifttift 

Iowa 

Kansas 

Kentucky 

Louisiana 

Maine 

Maryland 

Massachusetts. . 

Michigan 

Minnesota 

Mississippi 

Missoun 

Montana 

Nebraska 

Nevada 

New Hampshire 
New Jers^. .. . 
New Mexico. . . 

New York 

North Carolina. 
North Dakota. . 

Olio 

Oklahoma 

Oregon 

Pennsylvania. . 
Rhode Island. . 
South Carolina. 
South Dakota. . 

Tennessee 

Texas 

Utah 

Vermont 

l^rginia 

Washington 

West Virginia. . 

Wisconsin 

Wycnning 



Population 



igoo 



X. 828,697 

133,931 

1,311,564 

iy*85,o53 
S39i700 
908430 

184,735 

528,543 

2,316,331 

161,773 

4,831,550 

3,516462 

3,331,853 
I470y495 
3,147,174 
1,381,6; 




X,IJ 

3| 
2i 

1,751,394 
1,551,270 
3,106,665 

343,3*9 
1,066,300 

43,335 

411,588 

1,883,669 

195,310 

7,368,894 
1,893,810 

319,146 

4,157,545 
790,391 
413,536 

6,303,11s 
438,556 

1,340,316 

401,570 

3,030,6x6 

3,048,710 

376,749 

343,641 

1,854,184 

518,103 

958,800 

2,069,042 

92,531 



igio 



3,138,093 
304,354 

x,574M9 

3,377,549 
799,034 

X,xi4,756 
303,333 
753,619 

3,609,131 

335,594 

5,638,591 
3,700,876 

3,3i4,77i 

1,690,949 
3,389,905 

1,656,388 

742,371 
1,395.346 
3,366416 

3,810,173 
3,075,708 

1,797,114 

3,293,335 

376,053 

X,X93,3I4 

81,875 
430,573 

2,537,167 
337,30X 

9,x 13,614 
3,306,387 

577,056 
4,767,131 
1,657,155 

673,765 
7,665,1 IX 

543,610 

1,515400 

583,888 

3,184,789 
3,896,543 

373,351 

355,956 

3,061,6x2 

1,141,990 

1,331,119 
2,333,860 

145,965 



Per cmU 

of increase 
^igoo-io 



X6.9 
66.3 
30. o 
60. X 

48.0 

33.7 

9.5 
43.4 

17.7 

XOI.3 
X6.9 

7.3 
0.3 

X5.0 
6.6 

19.9 
6.9 

9.0 
30. o 
16. X 
x8.s 
X5.8 

6.0 

54-5 
XI. 8 

93-4 
4.6 

34.7 
67.6 

25.4 
16.5 

80.8 

14.7 

X09.7 

63.7 

31.6 

36.6 
13.1 

45-4 

8.X 

37.8 

34.9 
3.6 

II. 3 

X30.4 

37.4 

13.8 

57.7 
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TABLE B 






Arimna 

Arkansas 

CaJifomia 

Colorado 

Connecticut. . . 

DeUwBlE 

Florida 

Idaho,.'..'.'.".' 
Illinois 

Kentucky 

Louisiana 

Maiyland 

Massachusetts . 

Michigan 

Minuesota 

Missouri 

Montana 

Nebraska. 

Nevada 

New Hampsbin 
New Jersey. . . . 
New Mexico. . . 

New York 

North Carolina 
North Dakota . 

Ohio 

Oklahonia*. . . , 

Ort^a 

Pennsylvania. , 
Rhode Island . . 
South Carolina. 
South DakoU.. 

Tennessee 

Texas 

Utah 

Vermont 

Virginia 

W^bgton. . . 
West Viigiiiia . . 

Wisconsin 

Wyoming 
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PtTcatlate of 
persons /ram 

aliending schoti 



Alabama 

Arizona 

Arkansas 

Cilifonua 

Odondo 

Cnmectkut 

Idaho..'.'.'.".'.'!;! 

Illinois 

Indiaita. ........ 

Kentutiy 

Louisiaiui 

Uuyland 

Masadiusetts. . . 

Michigan 

Uinaesota 

TWiMionippl ..... 

Montana 

Nebraska. 

New Hampshire.. 

New Jersey 

New Mexico 

New York 

Nonh Caioliiia .. 
North Dakota. . . . 

CKkio 

Cftlahomai 

Khode Isknd 

South Carolina. . . 

South DakxitA 

Teuiemee 

Texas 

Utah 

Vennont 

Virginia. 

Washington 

West^ginia.... 

Wiscondn 

Wyoming 




Foreign-bom white 
Foreign-bom white 
Foreign-bom white 
N^ro 

Negro 

Foieign-bom white 
Foreign-bora white 
Native white 
Forejgn-bom white 
" pign-bom white 

^reign-bom irhite 

Forclgn-bom white 
Forcigo-bom white 
Foreign-bom white 

Native white 
Foreign-bom white 
Foreign-bom white 
lodifln 

Foreign -bom white 
Foreign-bora white 
Native white 
Foieign-bora white 

Foreign-bom white 
Foreign-bom while 
Native white 
Foreign-bora white 
Foreign-bom white 
Foreign-bom white 
Negro 
Indian 
Native white 

Foreign-bom white 
Foreign-bom white 

Negro 

Foreign-bom white 
Native white 
Foreign-bom white 
Foreign-bom white 



lacludci populadoD of Indian Tciritoiy lof t| 
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Another question to be considered ts the intelligence or ignorance 
of the population. Table C (on page 135) shows the percentage of 
suiistrcsaa Illiterates of ten years of age or over for 1900 and 
lo literacy 1910, the class of population from which a majority 

of the illiterates is drawn, and the percentage of persons between 
the ages of six and twenty attending school in 1910.' 

Table C shows the States of Iowa, Nebraska, and Oregon 
with less than 2% of illiterates and the States of South Dakota, 
Kansas, Utah, Idaho, and Washington with only between 2% 
and 3% illiterates, whereas it shows the States of South Carolina 
and Louisiana with over 25% ilhterates and the States of Georgia, 
Alabama, Mississippi, New Mexico, and Arizona with over ao% 
illiterates. Table C shows further that the largest class of illiter- 
ates in the States where illiteracy is greatest, with the exception 
of New Mexico and Arizona, is negro. The table further shows 
a school attendance of over 70% in the States of Vermont, 
Kansas, and Utah and of les^han 60% in the States of Mary- 
land, Virginia, South Carolin^^^orgia, Florida, Alabama, Ten- 
nessee, Louisiana, Arkansas, Texa^and Arizona, All these figures 
throw light on the debt histories of many of our States. It is a fact 
to be noted that in every State but Connecticut and New York, 
where the illiteracy is very small anyway, the percentage of illite- 
rates in 1910 is less than in 1900. 

There remains in discussing state bonds only one other broad 
class of considerations. These are what we will call general con- 
Generd con- sideratjons — such as the size of the State in territory, 
STSn([''Mf'ty"^ the amount of developed and undeveloped resources, 
of state bonds (Jig location of the State as regards water and rail 
facilities, and other similar considerations. Any intelligent person 
can arrive at a fairly sound conclusion along these lines by observ- 
ing the geographic positions of the various States, by looking up 
the reports of their manufactures, by examining the statistics of 
bank clearings and postal receipts, and by obtaining other general 
information of a similar character. 

As illustrations of what we mean by general considerations 

Eiomplctot favorably affecting the credit of States, we may 

""* say that the State of New York, for instance, with 

' T/artemlh Cmsui, PopuiaHon, voL i, pp. iioB, 1214-18, 1330. 
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its large and fertile territory settled with an unusual number of 
important cities, its great harbor on the Atlantic Ocean at New 
. York City, its access to the Great Lakes and its ^lendid railroad 
connections with the West, is unusually fortunate; that likewise 
the State of Illinois, bordering on Lake Michigan and located 
almost in the center of the great Mississippi watershed, with its 
immense annual production of wealth from the soil, is fortunate; 
that so is Texas, with an area large enough and resources large 
and varied enough to enable it, perhaps, to support the entire 
population of the United States within its borders; that likewise 
California is fortunate, with its great area, fine harbors, and ad- 
vantageous position with regard to the Panama Canal. 

In summing up the factors bearing on the credit of States, we 
wish again to lay emphasis on the following; (i) The proportion 
of net debt to the assessed valuation and to the true 
value of property and also the propiortion of the debt (aciors bearing 
to the population; (2) the debt history of the State or 
its record of good or bad faith ; (3) the present constitutional provi- 
sions regulating the creation and payment of debt; (4) the amount 
and character of the population; and {5) general considerations 
bearing on the present prosperity and future growth of the State. 

On the whole, it is probably fair to say that to-day the legally 
issued obligations of our best States rank next in safety to the 
obligations of our National Government, The States, obligations of 
broadly speaking, have reserved, and, as far as pos- ' 
sible, should reserve, for emergencies the high credit 
which they have built up through years of successful 
administration of state finances and through lessons 
of still earlier years learned at great cost. 

One thing more remams to be said. The prices of our state bonds 
over a long course of years have reflected not only the individual 
credit of the various States, but also, like all other . 
bonds, the price of capital at any given time. In state bond* 
1872, we find bonds of such States as Rhode Island, ' '^ '^" 
Ohio, and Michigan quoted to yield around 6% net income.' In 
1882, we find bonds of Rhode Island, New York State, Ohio, 
^Klfichigan, and Missouri selling to yield roughly between 4% and 
^H * CommtTcial and Financial Chronicle, vol. 14, p. 17, 



ligations of 
Ibe N'ational 
Government 



J 
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4,50%.' During this period the bonds of the Southern States sold 
at all kinds of prices — from 5^ of 1% for South Carolina 6 per 
cents in 1878, 1% for North Carolina special tax bonds in 1879, 
and 1% for Arkansas railroad-aid 7 per cents in 1884, to 117% 
for Missouri 6 per cents in 1881 and 180% for North Carolina 
railroad bonds in 1889 ' — the price of any given issue being based 
upon whether interest was being paid on the bonds, whether the 
principal was questioned, whether there was a large amount of 
accrued interest provided for in some settlement and other similar 
considerations. In 1892, we find bonds of New Hampshire offered 
to yield about 3.25% and of Missouri quoted to yield 3.50%.* In 
1902, we find offerings of State of Massachusetts bonds to yield 
from 2.95% to 3.05%, of Rhode Island bonds to yield about 2.70%, 
of New York State bonds to yield from 2.55% to 2.63%, of Indiana 
bonds to yield about 3.10%, of Tennessee bonds to yield from 
3.20% to 3.25%, and of Mississippi bonds to yield about 3-50%.* 
Lastly, in 1912, we find offerings of State of Massachusetts taxable 
bonds to yield from 3.80% to 3.85%, State of Connecticut bonds 
to yield about 3.82%, and State of New York bonds to yield from 
3.90% to 395%.* These quotations show some of the fluctuations 
in the price of capital, as well as the credit at different times of 
some of our States. 

The great European war has affected the prices of state bonds 
Wnr prices Very sUghtly. We give below prices of four issues of 

of slate bonds gj^jg fj^^Jg j^ Jyjy^ ^^^^^ ^J ^ Jy]y_ j (j , ^ . _ 





Jidy,igi4* 


July, igis1 


Maaaachusetts taxable registered 3I per a 


■ntst 


83i bid 
07.31 


■o£io'ii 


Virginia funded debt 1-3 per cents, 1991 




97 3' 







•CnMUKuJdaiFtouiiaJCkKiildi, July ^. igi4. p.31. I /»id..Tu 

t Dokn'latijjuls'.igit.uid July. igij. Prices Dl ■twenty-jtuit^biaidmiui 

■■f!S_!a.',a''t .._. _.__._. 



"jas; 



«%boDdi(4.»%buii). 



■ Commercial and Financial Chrtmide, vol. 34, p. 14- 

* See the Financiai Review (Annual, 1915), pp. 96-97. 

* Dealen' lists, January, tSgj. * Deijen' lists, Juuaiy. '90*. 

* Deakn' lists, Jaauaiy, 1911. 
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These show changes during the year so small as to be unimpor- 
tant. 

State bonds, as remarked earlier in this chapter, as a rule are 
nothing more than promises to pay. These promises wimngness 
are not in the last resort enforceable by suit The ?^ ^ p?^ 

'' to psy state 

willingness, therefore, as well as the ability, of the \^'^ p^ 
people of the State to honor their obligations is of important 
the first importance. *■***" ^ ^^ 



CHAPTER IV 

COUNTY, ICDNICIPAL, AND DISTRICT BONDS 

County bonds are the direct obligations of counties. Municipal 
bonds, strictly speaking, are bonds of cities and towns only. In- 
cluded in this term very often, however, are bonds 

CouDly, mum- ^ ' ' 

□pal ind di5- issued by school, park, drainage, and fire districts and 
p»y«bie out Other quasi-municipal corporations. In all the above 

'*"* cases, the bonds are payable out of taxes levied on all 

the property within the county, municipality, or district issuing 
the bonds.' 

Furthermore, a county, municipality, or district, unlike a State, 
r ^n be sued without its own consent. In case of failure to pay inter- 
The roeani of ^^ "^^ principal, bondholders can bring suit asking for 
recov«y on do- a igyy of taxcs. In certain States, such as Maine,* 
{■ulCed coualy, - . „ ,•,-,, , , , ^ . . 

munidpU, and New Hampshire,' Massachusetts,' and Connecticut,* 

ace (airly bondholders have the legal right to seize the property 

"*"'''"" of all the inhabitants m execution of the judgment of 

a court ordering payment of defaulted municipal bonds. 

„ , , Aside from this question of legal remedy, the lead- 

Other Urtots . . ^ ... . , 

govprnipgtafety mg Considerations detemmung the safety of county, 

ihoic in case o[ municipal, and district bonds are simitar to the con- 
■tate bond* sidcrations governing the safety of state bonds. In 
other words, these factors are of hrst importance: — 

(i) The debt statement, or the net debt compared with the 
assessed valuation and with the true value of property. 



' There is a. class of bonds known as ^ledal assesament hoods which are payabk 
out of taxes levied on abutting property. These die not in any legal or tjue oenw 
municipal bonds. 

■ Rmsed Slatuta, chap. 47, eec. 96, and ch^i. Sfi, sec. 30. Eamea v. Savage, jj 
Maine, iti (1885). 

■ PtMic SlaSuta of Nev Bitmpskire, chop. 334, sec 8. 

* Hawkea v. Kennebec County, 7 Mass. 461, 463 (1811). Chase t. Merrimack 
Bank, iq Pick. (Mass.) 564, 569 (i&jj). Gaskill », Dudl(7,6 Met. (Mass.) S46 (1843). 
Hill ». Boston, ia» Mass. 344, 349 ("877)- 

• Beardaley v. Smith, 16 Conn. 368 (1844). 
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(2) The constitutional and statutory proviaons in regard to the 
creation and payment of debt. 

(3) The record of good or bad faith. 

(4) The amount and character of the population. 
(s) The location, prosperity, and chances for growth of the 

community. 
As a matter of law and of practice, the proportion of net debt — 
which is usually taken to mean the gross debt less the general sink- 
ing funds, the water debt, and sometimes debt created .j^ proportion 
for income-producing property other than waterworks ^L^fiJ*''!,'" 
— to the assessed valuation varies considerably in the aiion variea 
different States. If it is safe to speak of any definite ^ the Cerent 
figure as the normal proportion of net debt to assessed ""^ 
valuation, we may take possibly 5%. The methods of figuring net 
debt for municipalities in the different States vary so much, how- 
ever, that this figure can be considered nothing more than an arbi- 
trary standard. It is safe to say that a net debt (meaning here a 
debt the real burden of which is on the taxpayers) of 1% of the 

assessed valuation is small and a net debt of 10% 
1 111 Debt laa 

dangerously large.» siotEng-fund 

We give below the total debt — including debt for f^^'^^ 

waterworks and other productive purposes, but less ?'''." |,° ">= 

. , . . , , , , . . . , United states 

S inkin g-fund assets — of the ten largest aties m the 

United States.' 



CUy 


DAt, la! sinking- 
fund Oisets, IQ13 


Dd!l.Ui! sinking-fund 
ojirfi p^ capita 


New York City. New York 


ioofl6o,g7l 
81,699,819 
7S.676.830 
46,3»MS8 
41,819,001 
36,539.9*0 
"8j6s.058 
>S,8S4.663 
10,513,076 


ti6s.9S 
61.87 
34-85 
104.7s 
S0.63 




Boston, Massachusetts. 






6S-SI 
63.47 








».ig 





' For assessed vtduation of counties and of incorporated places having a popula- 
tion of i^oa and over, and for net debts of counties and of incorporated places, see 
WeaUh, Debt, and Taxation, igi3, vol. i, pp. 34S, 398, 753, S41. 

» Ibid., w>. 40s. 414, 415, 417, 4ao, 435, 439, 433. 
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This table shows New York City with by far the largest per 
capita debt and Detroit with by far the smallest. 

Modifying in most States, to a great extent, the significance of 
the net debt of any one municipal corporation is the practice of 
The Bgoificance issuing bonds by several different corporations cover- 
^ tiie "*'.^' ing substantially the same territory and levying taxes 
often is modi- for the payment of their bonds on practically the same 
tence of quasi- property. We find bond issues^by school districts in 
m^opai e t- ^^^^ thirty States including New Hampshire, New 
rorpowtioni y^^j^^^ lUinois, Utah, South Carolina, and Texas; by 
water districts m Maine and Massachusetts; by fire districts in 
New Hampshire, Massachusetts, Rhode Island, and Coimecti- 
cut; by road districts in Ohio, Mississippi, Louisiana, Arkan- 
sas, and Texas; by park districts in Illinois and Missouri; by 
drainage districts in Illinois, Wisconsin, Iowa, Nebraska, Okla- 
homa, North Carolina, and Texas; by irrigaUon districts in Mon- 
tana, Colorado, and California; and by levee districts in Mississippi, 
Louisiana, and Arkansas.* The State of Missouri contains, besides 
the counties and cities, at least four difierent kinds of debt-creating 
quasi-municipal corporarions — namely, school, park, road, and 
drainage districts; and the States of Mississippi, Louisiana, Ar- 
kansas, and Texas contain four kinds — namely, school, road, 
drainage, and levee or "navigation" districts. In addition to the 
above, we find in Connecticut especially and to some extent in 
New York state bond issues by two and sometimes three different 
municipal or quasi-municipal corporations covering practically the 
same territory and called cities, towns, boroughs, and villages.* 
A s% muni- 1° ^*^ "f these facts, it is obvious'that a net debt 

sut Hk" '" * ^^ 5 '^ ^°' ^ municipality in a State like Massachu- 
M»ssachu«tta setts, where the issue of bonds by districts is com- 

iDBy be less oi . , .11.111 

■ burdea on paratively rare, is less of a burden on the commumty 
ity ^""" than a net debt say of 3% for a dty in some State 
3rtl "n^s^ like Illinois, where there may be also a 2% or a 3% 
lijie uiiaoii debt for a drainage district covering practically the 

> These are smply eiunpla and do not include all the States having such dis- 
tricts. 

* State ajid City Section of the Commercial and Fintmeiai CbronicU, May x), 
igij, fiaisim. In the State of Washington there b a corporation, distinct [rom the 
city of Seattle, called the Poit of Seattle, which has issued bonds. (See ibid., p. (68.) 
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same territory as the city and possibly a 2% or a 3% debt issue 
by park districts within the city limits.^ 

Consideration of the proportion of debt to property in our muni- 
cipalities leads to the question of the constitutional and statutory 
provisions of the various States in regard to the issue coaatiiutional 
of bonds by counties, municipalities, and districts. ""^ statutory 
Perhaps the best way to treat this phase of the subject "s^'i lo 
• .. ■ J -^u .u 1 t It. local debt 

IS to summarize and compare with the laws of other 

States the recently enacted legislation of Massachusetts governing 
municipal finances.* 

The leading proviaons of the Massachusetts laws The Mossa- 
goveming the creation of local debt are as follows: — chusettsUws 

1. Except when authorized by law for certain purposes, to be enumer- 
ated later, and except for the purpose of paying ^^.f^, „^j^ 
certain demand notes or restoring tiust funds, no (ordtiea 
city of Massachusetts shall authorize indebtedness '^'^ ''"™* 

to an amount exceeding 2\% and no town to an amount exceed- 
ing 3% of the average assessed valuation of taxable property for 
the three preceding calendar years,* purposes of 

2, Cities and towns may incur debt within the limit of ''^'^' ^"^ "^5 
indebtedness prescribed above for the following pur- gationi within 
poses and payable within the periods stated below: ^'^^ '™'' 



> In this connection there is an interesting provision in the constitution of South 
Carolina as follows: that "wherever there shall be several [loliticaJ divisions or 
municipal corporations covering or extending over the same territory or portion) 
thereof, possessing a. power to levy a tax or contract a debt, then each of such political 
divirions or muoidpal corporations shall so exerdse its power to increase its debt 
under the foregoing eight per cent limitation that the aggregate debt over and upon 
any territory of this State shall never eiceed fifteen percentum of the value of all 
taxable property in such territory as valued tor taxation by the Slate: Provided that 
nothing herein shall prevent the issue of bonds for the purpose of paying or refunding 
any valid munidpai debt heretofore contracted in excess of eight percentum of the 
assessed value of all the taxable property therein." [Coiislilulian 0/ Soulli Cari^ma, 
•tL X, sec. 5,) 

* Acts igi3, chap, 719, as amended by Act! igi4, chaps. 143 and 317; Ads 1913, 
diap. 64S;XcU'i9rj, chap, 634; j4cti7prj, chap. 677; ^cJjiprj, chap. 727, as amended 
by Acta tgi4, chap. 55; Acts igio, chap. 6i6, as amended by Acts it>it, chaps. 45 
and 49; Acts tgij, dtap. a^^I ^ctiigog, chap. 490, part i, sec. 5, d. ij, as amended 
by Acit 1914, chap. S3; Acti igio, chap, 379. 

• Acts IQI3, diif). 719, jcc. 12; Acts tgtj, chap, 634. 

Counties in Massachusetts, except Suffolk and Nantucket, cannot borrow, except 
in antidpation of taxes, without spedal permissioQ of the Le^slature. (Raised Lamt, 
chap, i:,sec, 39, as amended by Acts 1914, diap, 3S6.) Fire, water aod watch difr 
tiku are similarly limited. {Acts tgtj, cbep. 719, sec. 3.) 
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(i) For the construction of sewers for sanitary and surface 
Sewers drainage purposes and for sewage disposal, thirty years. 

(a) For acquiring land for public parks under the provisions of 
Pulu chapter aS of the Revised Laws and amendments thereof, 
tliirty years. 

(3) For acquiring land for, and the construction of, schoolhouses 
School- or buildings to be used for any municipal or departmental 
•"""•^ purpose, including the cost of original equipment and fur- 
nishing, twenty years. 

(4) For the construction of additions to schoolhouses or buildings 
to be used for any municipal purpose, including the cost of 

A^''^*'.'^'" original equipment and furnishings, where such additions 
buildings increase the floor space of said buildings to which such ad- 
ditions are made, twenty years, 

(s) For the construction of bridges of stone or concrete, or of 
Bridges iron superstructure, twenty years. 

(6) For the original construction of streets or highways or the 

Soccts extension or widening of streets or highways, including land 

damages and the cost of pavement and sidewalks laid at the 

time of said construction, ten years. 

^*^ , {7) For the construction of stone, block, brick, or other per- 

pavcments manent pavement of similar lasting character, ten years. 

(8) For macadam pavement or other road material under spedfi- 
Tflsponry cations approved by the Massachusetts Highway Commis- 
pivemenu gjon^ fiye years. 

*J^ (9) For the construction of walls or dikes for the protectioa of 
dikei highways or property, ten years, 

(10) For the purchase of land for cemetery purposes, ten 
Ctmttaita years. 

(11) For such part of the cost of additional departmental equip- 
Dcpaii- ment as is in excess of a^ cents per $1000 of the precedinif 
equipment year s valuation, five years. 

(12) For the construction of sidewalks of brick, stone, concrete, 
Sidew&lkt or other material of similar lasting character, five years. 

(13) For connecting dwellings or other buildings with public sewers, 
Connection when a portion of the cost is to be assessed on the abutting pro- 
wit Mwen pg^ owners, five years, 

Atutemeni (14) For the abatement of nuisances in order to conserve 

ds) For extreme emergency appropiiations involving the 
■wra^£' ^^^ **' safety of the people or their . prc^)erty, five 

■ Adt tgxj, diap, 719, wc j, as amended by Aai 1914, chap. 317. 
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3. Debts may be aulhorized as above only by a two-thirds vote of all 
the members of a city council or other governing body taken by 
yeas and nays and subject to the approval of the xwo-tMrfa 
mayor, if such approval is required by the charter of vow ii 

the city; and in the cases of towns only by a vote ''"='*'^ 
of two thirds of the voters present and voting.' 

4. Cities and towns may incur debt outside the limit of indebtedness 
prescribed above for the following purposes and pay- Debt outside 
able within the periods stated below: — ""'* 

(i) For temporary loans in anticipation of revenue, or in antici- 
pation of the issue of bonds or notes, or in connection with, 
altering grade crossings, or in connection with Temporary 
J highway construction in anticipation of reim- '°"" 

bursement by the Commonwealth, one year. 

(a) For establishing or purchasing a system for supplying the 
inhabitants of a city or town with water, or for the pur- 
chase of land for the protection of a water sys- ^ . 
tern, or for acquiring water rights, thirty years. 

(3) For the extension of water mains and for Water equip- 
water departmental equipment, five years. "*"' 

{4} For establishing, purchasing, extending or enlarging a gas or 
electric lighting plant within the limits of a city or town, 
twenty years; but the indebtedness so in- Electric 
curred shall be limited to an amount not ex- ''^''^ p"""" 
ceeding in a town 5% and in a city 2j% of the last pre- 
ceding assessed valuation of such town or city. 

(5) For acquiring land for the purposes of a public playground, 
as specified in section tg of chapter aS of the Revised Laws 
and amendments thereof, thirty years; but the 
indebtedness so incurred shall be limited to 
an amount not exceeding one half of 1% of the last preced- 
ing assessed valuation of the city or town.* 

5. All other debts hereafter incurred by a city or town shall be reck- 
oned in determining its limit of indebtedness, and debts authorized 
under the provisions just stated, except for tempo- y^f^ ^^^^^ 
rary loans, must be authorized by the same votes as fary out^de 
inUiecaseof debtswithmthedebtlhmt. Temporary ^'*'^ ' 
loans, unless in anticipation of the proceeds of bonds or notes 
(which require no vote at all), require a majority Certificate* 
vote.* J^V"' 

6. Cities and towns may sell bonds, notes, or certifi- loans muit be 
cates of indebtedness as authorized above at not '°''' " ^" 
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less than par at public or private sale. Temporary loans, as de- 
scribed atxive, to run not over one year may be sold at a dis- 
count.' 

7. No further sinking funds for the payment of debts created by 
Fayrocm of cities and towns shall be established, and all loans, except 
mriiiod S temporary loans to nm not over one year, shall be payable 
compuisury in annual installments sufficient to extinguish at maturity 

the debt created.* 

8. The city of Boston shall not assess for ordinary municipal purposes 
over $10.55 °^ every $1000 of taxable property, according to the 

Tan limits for average assessed valuation for the preceding three years.* 
municipal Other cities in Massachusetts may, after a public hearing, 

purposes establish by ordinance the maximum rate of taxes to be 

raised for ordinary municipal purposes, that is, for purposes exclu- 
sive of the state tax and other amounts assessed upon the city by 
the State, the county tax and sums required by law to be raised on 
account of the city debt. Such maximum rate can be thereafter 
changed only by a two-thirds vote of the governing body, after a 
pubhc hearing.* 
g. During the year 1914 every city and town which has at the thoe of 
this act (1913) outstanding notes payable on demand, or which has 
PayroMtof expended for the general expenses of the city or town 
J trust funds which have not been restored, shall provide 

for the payment of such notes and for the restoration of 
such trust funds in the tax levy for the year 1914 where such provi- 
sion is reasonably practicable. When not practicable, debt may be 
incurred, outside the limit of indebtedness fixed by law, to the 
amount necessary to pay the demand notes or restore the trust 
funds, and serial bonds or notes may be issued payable at periods 
not later than fifteen years from their resfwctive dates of issue.* 

A brief discussion of the propriety and wisdom of the above laws 
- , and a comparison with the laws of other States may 

Comp«i9on of , , . *^ _, . . , , , 

MasMchusetu be of mterest. The vanabons are almost numberless, 
those of but certain general resemblances and diflerences may 

other sut« bepomtedout. 

The first thing to fix in mind is the position of the legislature. 
As a rule, its action is limited by constitutional restrictions- In 
some States, however, such as New Hampshire,' Massachu- 



' Arts tgi3, chap. 715, sees. 8 and 10. • Ibid., sees. 13 and 14. 

* Ihid,, sec iS. ' Ibid., sec. 19. * tbid., cbap. 634. 

* Abbott, Lams (if PMie Stcwitia, aec 495, p. 9gi. 
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setts,' and Kansas,' the limitation \ot the creation of debts l^ 
counties, municipalities, and other political subdi- Authority a&d 
visions is left to the state legislature without sub- i^^°jJatu«ta 
stantial constitutional restrictions. Sometimes the '^'^"^^ sutra 
legislature in municipal charters lays down certain limits for the 
creation of debt;' sometimes it passes more or less general leg- 
islation; and sometimes it authorizes by special acts specific 
loans. 

The limitation of the debt of cities in Massachusetts to 2^% and 
of the debt of towns to 3% of the average assessed valuation for the 
three preceding years, except for temporary loans and . . . 
except for the acquisition of property which should indcbtedDess m 
be self-supporting or for public playgrounds, may be 
said to be very conservative. This compares with a gross debt 
limit, with certain exceptions, of 10% in New York State; * a gross 
debt limit of 2% of the value of taxable property, except obliga- 
tions incurred for public protection or defense and except gravel 
road bonds, in Indiana;* a limit for municipalities in Wisconsin' 
of 5% of the value of taxable property; a Hmit, with certain excep- 
tions, for cities and towns in Virginia ^ of 18% of the assessed value 
of real estate unless further issue is authorized by a majority vote 
of the people; and in Louisiana,^ a limit for municipalities, parishes, 
and districts, with certain exceptions, of 10% of the assessed value 
of the property. 

A practice has crept into the constitutional provisions or laws of 
some of the States making special exceptions in favor of certain 

* Abbott, Laws of Public Securities, sec. 487, p. 978. 
' ' CimslittUion of Kansas, art. xn, sec 5. 

■ State and City Section of the Commercial and Financial Chronicle, May 30, 
1914, pp. jj and 58. 

* Constitution of New York, art. vin, sec. 10, as amended November, ipoq, in effect 
January i, 1910. Birdseye, Consolidattd Laws of New York, vol. 7, p. 11. 

' Constitution 0} Indiana, til. xm. Bums's Anneiaied Indiana Statutes (Revidon 
of 1914), vol. I, p. 124. 

* Constilution of Wiscomin, art. xi, sec 3. See Wisconsin Statutes (1S98), vol. I, 

' Constitution of Virginia, art. vm, sec 117. Pollaid, Code of Virginia (1904], 

* Constitution of Louisiana (1913), art. «6i, as amended November 3, 1914. See 
Acts of Louisiana (1914)1 no. 191, for amendment. Dnunafle districts, under the 
above article, are given powers relative to incurring indebtedness up to fifty ceotl 

o be secured by spedai taxes of like amount. 
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communities, so as to allow them to issue bonds beyond the 
amount authorized for other communities in the same 

£xccplioa9 ID 

favor or ccriain State. Examples of a reasonable use of this practice 
are New York ' and Philadelphia ' for expensive per- 
manent improvements, such as subways and docks. Examples of 
what seem to us illogical and possibly dangerous exceptions are 
those found in the laws of South Carolina ' and Alabama.* In 
South Carolina, especially, the habit has grown up of exc(;pting 
municipalities from the debt limit for almost any purpose. 

In this cormection it is to be noted that Massachusetts in its 
recently enacted legislation, while carefully limiting the creation of 
Limiting debt debt, has Tcmovcd the tax limit for municipalities, ex- 
tfli liSTin"* "^^Pt in Boston, in all mumcipalities in the State. This 
Massachusetu seems to US wisc. Removing the tax limit and care- 
fully limiting the creation of debt certainly is more conservative 
than limiting the tax rate and allowing more or less liberal borrow- 
ing. A rise in taxes is noticed sooner and felt more directly by citi- 
zens than is an increase in the debt. Tying any community down 
too tight in both respects may hamper its reasonable development 
and in the long run make its bonds less safe.* 

All the purposes for which mimidpalities in Massachusetts may 

issue bonds, it will be noted, are of a strictly public character and 

not for the special benefit of any private individual 

issue should Of corporation. Throughout the United States the 
bt ol II strictly . "^ ( L- L * ■ • 1 

public most common purposes for which county, mumapal, 

■^ ""^" and district bonds may be issued are as follows: 

Roads, bridges, and county bmldings, such as court-houses and 

jails; parks and playgrounds, sewers, waterworks, and electric 

' Canslitution of Nmi York, art. vm, sec. to, a£ ameoded 1909. Birdseye, Con- 
solidaiid Lawi of New York, vol. 7; cumulaUve Supplement (igt^-ij), vol. i, p. 

* ConstiltUion of PetiHsyltania, ait. DC, sec 8. u smended 1911. Purdon's Ditest 
(13th ed.), supplement of 191a, p. ». 

' CotulUvlion of South Carolina (iSgs), art. X, sec. 6, as amended tgii. See also 
ibid., an, vm, sec. 7. See Code of Laws 0} South Carolina (tgii), vd. □, pp. 632, 
641,660. 

* CtmslHiititm of Alabama (toot), aft xn, sec. 116. Code of Alabama (1907; 
Criminal), vol. 3, p. 173. 

* For dilScullies likely to arise in bonds payable out of taxes limited to a certaio 
amount, see United Sutes *. County of Ciuk, gb U.S. iii, and Sute ex lel. Hudson 
B. Trammel, 106 Mo. 510; 17 S.W. 503. 
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lighting plants ' and municipal buildings, such as school-buildings, 
city or town halls, and fire stations. 

As examples of authority given municipalities outside of Massa- 
chusetts to issue bonds for improper or unwise purposes, mention 
may be made of the following: Permission for towns Eiampics of 
in Vermont ' to borrow for the benefit of railroads to f^u/wds" 
an amount not exceeding practically 8% of the as- q'J'J^^'^ 
sessed valuation; permission for counties and munid- pun»>e* 
palities in Miimesota * to create debts in aid of railroads to an 
amount not exceeding 5 % of the taxable property of the munici- 
pality; permission for municipalities in Nebraska * to make dona- 
tions to a railroad or for other works of internal improvement to an 
amount not exceeding 10% of the aggregate assessed valuation of 
the county and subdivisions, provided the proposition shall have 
been approved by the voters, with permission for an additional 
amount of 5% by a two-thirds vote; and permission for certain 
townships in South Carolina ' to issue railroad-aid bonds to an 
amount not exceeding &% of the assessed valuation. 

In a large number of the States, issuing bonds in aid of railroads 
or for private enterprises, purchasing the stock of private corpora- 
tions, or loaning the credit of the county or municipal- 
ity to such corporations specifically is forbidden.' io« 
This prohibition is the result of the experience which munidpa^tiM 
many counties and some municipalities have had, in " '"''"''''*° 

* Two interesting provisions among the laws of many States authori^ng munid- 
patitiestoborrow for the purchase of public utilities arc: tbosein the laws of Michigan 
BUthorizing villages to issue mortgage bonds to acquire public utilities without liability 
on the part of tbe village; and those b tbe laws of Mississippi providing that bonds 
issued for waterworks, gas or electric lighting plants may be secured by pledge of 
the revenue of such plants. {Public Acts of Michigan [igogj, cbap. 378, sec. a6. See 
Howell's Michigan Slatvla [ad ed.], vol. 3, title xvi, chap. 98, sec. 6115. Lirws of 
Mississippi I1914I, chap. 147, sec. 6.) 

* Public Slatulti af Vermottt (1906), sec. 3558. 

' General Slatales of Minnesota (1913), sees. igaS and 1951. See also Constitution 
of Uinittsola. art. ix, sec. 15. 

' Constitution of Nebraska, art. xn, sec. a. See also Reoised Statutes af NAraska 
(i9i3),sec. 405. 

* Constitution of South Carolina, art. x, sec. 6, Code of Laws of South Carolina 
(1911), vol. 3, p. 641. See eho Acts of South Carolina (1911), nos. 155, 156. 159, 163. 

' Constitution of New Hampshire, part 3, art. v. Public Statutes of Nnv Hampshire 
(1901), p. 33. Connecticut: Amendments to Ike Constitution, art. Xxv. Comlitution of 
tfew York, art, vm, sec. 10, Birdseye, Cottsolidattd Laws of New York, p. 150, 
Conslitulion of Illinois, art. XIV, separate section; Rmsed Statutes of Illinois (1913}, 
P-lnv. 
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issuing bonds in aid of private enterprises, particularly railroads, 
of finding later that the communities did not get the benefits which 
they expected and of being obliged or being willing to default on 
the bonds. The experience of counties and municipalities in this 
respect has been similar to the experience of many of our States. 
Certain States permit municipalities to issue refunding bonds — 
a practice which should not, except under special circumstances. 
Refunding ^^ permitted. Among such States may be mentioned 

boDda Vermont/ Rhode Island/ Virginia/ and Alabama.* 

In the Massachusetts laws, the length of time which bonds may 
run is based, as far as practicable, on the permanence of the work 
for which the money is spent. For instance, bonds is- 
sued for the purchase of land for parks or playgrounds 
give the city a permanent asset. Bonds issued even for 
school-buildings alone give the city property with a 
life probably of at least twenty years; whereas bonds issued for 
sidewalks may give the municipality property which will have to 
be replaced or rebuilt within a short time. The limitation to ten 
years of bonds issued for cemetery purposes is based probably on 
the minimum estimate of the length of time the land will be avail- 
able for cemetery purposes. 

In the constitutions or statutes of many of the States, an arbi- 
In some States trary limit is placed on counties, cities, and other po- 
tbe length d( Utical Subdivisions as to the length of time which their 

tune boaas may i-. . , . 

runii fiird bouds may run. For mstance, bonds m Colorado* 

to tiw'purpiMe must run not less than ten years and not more than 

o luue fifteen years ; bonds in New Hampshire' and in Illinois ^ 

■ PuMk Statults of Vermont (1Q06), chap. 157, sees. 3567, 357;. 

' GcHtrai Laws 0/ Rhode I stand (1Q09), tide vm, chap. 46, sec, at. (Towns only.) 

' AcU igo8, p. 535. Pollard's Virginia Cade, AmmtaUd, vol. 3 (Supplemait, 1910), 

sec. tojS /, p. 133. See also Ads 1914, p. i^b. Pollard's Code Biennial (ViiginU, 

igi4), sec. 834 b, p. 14^. 

* C<mslUiUiim of Alabama {ii)o-i),x.c. 314- See aho Acts of Atahanta{i^T),\>. 790, 
sec tgj. Political Cade of Alabama {1907), art. xxvm, sec 1436. 

* Conslilulion of Colorado, art. xi, sec. 8. MUls's AnHolaUd Slalutes of Calorada, 
p. c 107. See also ibid., chap, 161, sec. 7336, sub-section 6, p. 3028. 

* Munidpat BondioR Act, Laws of New Hampskire (iSgj), chap. 43, sec. a. 
PlMic Slalutes of New Hampshire (1901), p. 491. 

' Cointituti(m ef Illinois, art. ix. sec. 11. Raised Statules of lUauiis (i^ia), p. 
Idx. See also Revised Slaiulet of lUtMois (1911), sec. 700, p. 455; chi^i. 34, sec laS, 
p. 657. 
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must be paid within twenty years ; in Oklahoma, ' within twenty- 
five years; in Pennsy]vania,'within thirty years; in Texas,^ within 
forty years, and in California,* with certain exceptions, within 
forty years. 

In many States it is necessary to have all or practically all bond 
issues of local communities, beyond a certain amount, authorized 
by a vote of the people; for instance, in Pennsylvania,* 
3 majority vote is necessary; in South Carolina,' a 
majority of voters who have paid taxes for the previ- 
ous year; in Utah,' a majority vote of the property 
taxpayers; in Vermont,* Kentucky,* Missouri," North Dakota," 
and certain other States, a two-thirds vote of the people; and in 
Oklahoma '* and Washington,^' a three-fifths vote of the people. 
Provisions of many other States along these lines could be given. 

We have discussed above the Massachusetts laws in regard to 
the creation of local debt, and have compared them with the laws 
of some of the other States. The creation of debt is Mithoda of 
one thing and the payment of it is another. The p»y"«debt 
Massachusetts laws '* compel payment by serial method. The com- 
monest method still, however, in other States is payment through 
the establishment of sinking funds, created out of annual taxes and 
calculated to be sufficient with accumulations to pay the principal 
of the debt at maturity. Payment by serial method is simpler, 
more scientific, and probably more economical. 

* Comlilulum of Oklahoma, art. K, sec. 26, 

' Constitution of Pamsylvania, art. cc, sec. 10. Purdon'a Digest (13th ed.), vol. i, 
p. isg- See Act of April jo, 1874, sec. 1, Laws of Pmnsylvania, p. 65. pSicdon's 
Digtst (13th ed.), vol. 3, p. jjji. 

» Raiised Civil Slatules of Tacas (igii), title xvm, art. 6:8. 

* Constitution of California, ait. XI, %ec. 18. Henning's Gnwro/ LotM e/ CdJi/onifa 
(igi4), p. 79; ifrtd., vol. 5, chap. 355. art. 3051, sec. 5. 

' Constitution of Pennsylvania, art. Dt, sec. 8. Purdon's Digest {13th ed.), vol. i, 
p. 197. 

* Constitution of South Carolina, art. H, sec. 13, See also art, 8, sees. 5 aod 7. 
' Constitution of Utah, art. xiv, sec. 3. 

* PiMic Statutes of Vermont (1906), chap. 157, sec. 3556. 

* Constitution of Kailiuky, sec. 157. 
•* Constitution of Missouri, art. x, sees. 13 and 12A. Rrmsed Statutes of Missouri, 

(1909), chap. 84, art. 1, sec. 866S. 

" Constitution of North Dakota, art. xn, sec. 1S3. CompiUd Laws of North Dakota 
(1913). p. ciii. 

" Constitution of Oklahoma, art. x, sec a6. 

*' Comtilution of Waskiti0on, art. vin, eec. 6. " Acts igij, chap. 719, sec. 14. 
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On the whole, the Massachusetts laws, in our opinion, establish 
a system of creating and paying debt that seems financially sound 
and politically expedient.' They cover in a systematic 
way all the proper purposes for creating debt; and 
they provide a safety-valve for the public demand for 
improvements tiirough the removal of the state limit 
on the local tax. 

In general, it may be said that constitutional or statutory provi- 
Bions in regard to the creation of local debt which are too strict or 
too narrow are undesirable. They are hkely to lead 
to a long list of exceptions and special acts * which, in 
the end, will take much of the effectiveness out of the 
DC [oq stnct limitation of debt. The provisions of many States in 
regard to debt creation by municipalities seem extremely conserva- 
tive when you begin to read and extremely lax before you finish. 
Taken by and large throughout the coimtry, the state limita- 
tions on the creation of local debts are much more liberal than the 
Laws govern- provisions govcming the creation of state debt. This 
ISSre°S'e^''' is, in OUT opinion, desirable. The credit of the State 
^t^^n^ should be reserved largely for emergencies. Further- 
ttHte debt morc, the citizens of a city or town arc better able to 

judge of the desirability of any given loan by the municipality than 
they are of a state loan. In the case of a municipal loan, the citizens 
get the direct benefit and they carry the immediate burden. 
Other f«ctort Perhaps even more important than the constitu- 

tt^^ft^"^" tional and statutory provisions regulaUng the crea- 
m"ni«!M] and ^°° °^^ payment of local debt are the following con- 
diatrict bonds siderations: 
(i) The amount and character of the population. 

(2) The record of good or bad faith. 

(3) The location, prosperity and probable future growth of the 
community. 

The amount of the population of a county or dty is an important 
consideration. There are just fifty cities, according to the census 

' In the matter of public credit, all considerationa tuvtng a bearing on the general 
■tatui and well-being of the community are relevant. 

• Some people have criticized even the new Massachusetts laws in this reelect. 
The right to go to the legblaturc for special acts is not. of course, taken Away, 
although the inducement to do so i5 leas thaa under the old laws. 
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of igio, with a population of 100,000 or over. New York City is 

the largest and Albany the smallest of these fifty The amount 
cities. The ten largest cities of the United States oon''fs'"*"^ 
with their population are: ' impotuni 

New York, New York. 4,766,883 

Chicago, Illinois 3,185,383 

Philadelphia, Pennsylvania 1,549,008 

St. Louis, Missouri 687,029 

Boston, Massachusetts 686,093 

Cleveland, Ohio 560,663 

Baltimore, Maryland SS^^SS 

Pittsburg, Pennsylvania S33i90S 

Detroit, Michigan 46S'77^ 

BuSalo, New York 423.715 

The direct obligations of the above cities, payable out of taxes 
levied on all the property within those cities, may be considered, in 

a general way, the leading municipal securities in the United States. 
If we should take a limit of 50,000 people or over, we should find a 
long list of cities with high credit. 

More important even than the size of the population in its effect 
on the real safety of municipal bonds is the character of the popu- 
lation. In the last resort, all debts of any kind depend The charactet 
on the good faith of some person or persons to do as °l^^^ P"^"' 
they have agreed and to honor their obligations. The '"portant 
character of the people of the New England States, from the point 
of view of paying their debts, is perhaps better than that of any 
other section of the country. The people of New York State like- 
wise have been careful about the payment, if not about the crea- 
tion, of debt. 

This leads us to speak of the record of county, municipal, and 
district bonds and to discuss briefly certain tj^iical defaults. In 
proportion to the amount of bonds put out, the record The record of 
of municipal bonds is better than that of state bonds. toTtis'has 
Perhaps this is true largely because the history of ^™ ^hat'of 
state debts is longer and covers much more of the sute bonds 
early development period in the United States, when the popula- 
tion was shifting and the relation of the people to their various 
• Tkirleertlh Cmius of the VniUd Stales (igio), vol. i. Population, pp. 78-79, 
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govenmient units and to private enterprise was in a more or less 
chaotic condition. Perhaps, also, the completeness of the legal 
remedy in the case of municipal bonds has had a tendency to re- 
strict the amount of defaults. At the same time, the amount of 
defaults in payment of interest or principal of county and munici- 
pal bonds, if we include all cases of bonds illegally issued, is con- 
siderable. A writer in the "North American Re^-iew" many years 
ago estimated the amount of defaulted county, city, township, and 
school-district bonds as over $300,000,003.* Included in this total 
was a large amount of defaulted bonds in such States as Dlinois, 
Missouri, Kansas, Nebraska, and the Dakotas, as well as in the 
caustsof South.' As in the case of state defaults, illegality 

'^^■",t>;j. usually has been the excuse rather than the reason. 

Kid district The principal causes of default in the bonds of 

counties, municipalities, and districts have been: — 
(i) A furor for improvements similar to that which prevailed at 
one time in many of our Stales and which led to financial 
difficulties at one time or another of such cities as Pitts- 
burg, Pennsylvania,' Elizabeth, New Jersey,* and Superior, 
Wisconsin.' 
{2) Issue of railroad-aid bonds or bonds for other doubtful or 
filial purposes, as in the cases of Macon County. Missouri,' 
St. Clair County, Missouri,^ Green County, Kentucky," 
Taylor Coimty, Kentucky,* and Otoe County (Nebraska 
City Precinct), Nebraska.'* 
(3) Issue of bonds by small, struggling or imstable communities 
where the property and taxing power proved insufficient to 
take care of the bonds, as in the cases of Syracuse. Kansas," 
Olympia, Washington," Middlesboro, Kentucky," and 
Mobile, Alabama." 

* John F. Hume in the Ncrik Amerkati RevUwr, August. 1884. pp. lag and 131. 
' Ibid., p. 131, and C. M. Harger in Uoody'i Mogoiine, Febnaary, 1906, p. 358. 

* CommerM and FinaiKoi ChronUU, vol. 94, p. 591. * Ibid., vol, 18, p. 146. 

' Ibid., vol. 7g, p. 2107. The defaulted bonds were held by the United States 
Circuit Court of Appeals to be spcdal assessnent bonds. 

• Ibid., vol. 9J, p. 1191. ' Ibid-, vd. Sg, p. 111)3. ' I^-< vol. 96, p. 1507. 

• Ibid., vol. 95, p. 1760. " Ibid., vol. ■}!, p. 30V. 
*' Information given by baokera. 
" Inlonnation gi\'cn by bankers. 

" Ibid. See also Commercial and Finmcial ChronkU, vol. S4, p. 404. 
" Commereial and Financial Ckroniclt, vd. 15, p. 38a. 
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(4) Special misfortunes, such as yellow fever epidemics in Mem- 
phis, Tennessee,' and Savannah, Georgia,' and the disas- 
trous floods at Galveston, Texas.' 
(s) Issue of bonds by municipal irrigation districts, where the 
inherent risk of the enterprise is considerable, such as Denver- 
St, Vrain Municipal Irrigation District, Colorado,* Denver- 
Greeley Irrigation District, Colorado,^ and San Arroya Irri- 
gation District, Colorado.' 
The above examples have been chosen not because they are in 
every case the worst, but because the information is available,' 

There have been also a few cases of plain bad faith, of which 
mention may be made of St. Joseph, Missouri,* which voted to 
compromise and refund a dty bonded debt at sixty caso of 
cents on the dollar with reduced interest when there ''"'' f*'"' 
was no necessity for any default, and Fort Worth, Texas,* which 
refunded a portion of its old 6% bonds with new 4% bonds without 
any necessity for such action and without any adequate reason. 

A recent attempt at bad faith, which proved little more than 
amusing, was the efiort of the Mayor of Atchison, Kansas, to re- 
fund in July, 1913, at a time when municipal bonds AticmptBi 
were selling to yield from 45% to 5% net income, old byVicwUn. 
4% bonds with new 4% bonds at par and his refusal ^nnsaa 
to pay off the old bonds in cash. The result of this attempt was the 
ruling by the Kansas Supreme Court that it had jurisdiction to 
require levy of a tax to pay full principal of the bonds and forbid- 
ding any tax levy unless provision was made for them.'" 
In the matter of the settlement of the claims of bondholders on 



* Commercial and Financial Chroni^k, vol. 71, p. 564. 

* Ibid., vol. 52, pp. 476 and gyi. * Ibid. 

* State and City Section, Commtrciai and Financial Chronicle, May 30, 1914, 
p. I4S- 

' See Appendix, "County and Municipal Defaults," pp. 31)7-303. 
' Commercitd and Financial Ckrtmictc, vol. 23, pp. 135 and 175; ibid., vol. 35, 
p. 40S: ibid., vol. iS, p. 477. 

* Ibid., vol. 69. p. 711. and infonnation received from bankets. 

•° Levison f. Finney, no. 18.534, Supreme Court of Kansas. This case never was 
reported for the reason that it never came to a 6nal bearing on the matter of levying 
a tax. (I>eltei from Cleik of Court, November 7, 1914. See Appendix, p. 304.) 
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defaulted county, municipal, and district bonds, the practice has 
varied all the way from full settlement of interest and 
made with principal, as ID the case of Pittsburg, Pennsylvania,' 

bondholders ^^ ^^ so-called FeuD Avenue bonds, to a failure to 
pay anything at all, as in the cases of the railroad-aid bonds issued 
by Green County, Kentucky,^ and St. Clair County, Missouri.* 
Elizabeth, New Jersey,* Memphis, Tennessee,^ and New Orleans, 
Loiusiana,* at one time or another compromised all or a part of 
their debt on the basis of fifty cents on the dollar. Mobile, Ala- 
bama,^ issued $510 in new 6% bonds for every $1000 of old 8% 
bonds. Macon County, Missouri,* settled an aggregate claim of 
$2,200,000 with $750,000. Scaling of the principal to a greater or 
less degree has taken place in many other cases.' 

On the whole, reduction in interest rather than scaling of the 
principal has been the rule. Where the amount of bonds has been 
Bondholder! Small and where the prospect has been nothing worse 
than a scaling in interest, bondholders often have 
found it more advantageous to accept a shght reduc- 
tion in interest rather than fight the question through 
the courts with the possibihty in some cases of not 
being able to collect the amount of the probable Judgment. 

The attitude of the people toward repudiation of county or 
municipal obligations has been, perhaps, less radical than the at- 

.... titude of the people in the cases of certain of our 

Altitude of , , . , 

Uie people States. With the exception of some of our counties, 

promise or the procceds of bouds issued have not been wasted to 

repu tion ^j^^ gg^^ie extent as were the proceeds of some of our 
state bonds. Illegality of issue as an excuse for compromise or 
repudiation has been used almost as frequently; but the knowledge 
of the existence of a legal remedy in the case of counties, mumd- 
pahties, and districts, — suit to compel levy of taxes to pay interest 

1 Commerciat and Financial Chronicle, vol. iS, p. 30]. 

• Ibid., vol. 77, p. 48; vol. 84, p. 949- These bonds have been praclicaJly invali- 
dated by the United States Supreme Court. 

' Ibid., vol. 8g, p. 1193. State &Dd City Section, Conmacial and Financial 
Ckronicte, May 30, 1914, p. IJ4. 

' Commercial and Financial Ckranicle, vol. 47, p. 50. • Ibid., vol, 37, p. »oi. 

' Ibid., vol. 31. p. 606-^7. ' Ibid., vol. ai, p. 30J. • Ibid., vol. gj, p. 1191. 

* For leading steps In the history of certain county and municipal default! Utd 
MttlemcDts, see Appendix, pp. »97-300i. 
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and principal of bonds, — and of the disposition of the courts to 
interpret legality of issue strongly in favor of maintaining good 
faith, have caused the people and their representatives to take a 
firmer attitude toward the payment of their debts. As a rule, the 
extent of the effort toward compromise or repudiation has de- 
pended on the character of the population. 

Aside from the defaults and compromises on municipal bonds, 
there has been in local finances, especially of recent years, a con- 
siderable amount of mismanagement which has ,,. 
threatened to lead to nnanaal difficulties. This situa- ment of local 
tion has been met sometimes by passing careful gen- *" "^ 
eral laws governing finances of municipalities, as in Massachusetts, 
and sometimes by establishing a commission form of government,' 
which has been done in the cases of Lawrence, Massachusetts,' Om- 
aha, Nebraska,* Denver, Colorado,^ and New Orleans, Louisiana.* 

In addition to the size and character of the population and the 
record of good or bad faith, the factors of location, present pros- 
perity, and probable future growth are important. 
These are questions which can be looked up fairly en'p^m^n'^ 
easily in the cases of most of our dties and towns. ^Jtf,'^ 
In addition to the national and state censuses, the communities 

, are important 

growth of aties often may be mdicated by changes 

in postal receipts, bank clearings, school attendance, and other 

similar indices. 

In connection with municipal bonds, there are two factors which 
should always be borne in mind: (i) That the obligations in order 
to be legally binding must be legally issued; and (2) Legality of 
that the certificates must be genuine ' and in proper certification u 
form. The legality of the issue of municipal bonds is '° genuiaenEss 
taken care of usually by bankers obtaining the opinion of first-class 

' According to the Beshn News Bureau. June 13, 1914, 69 dtjes out of 195 having 
an estimsLcd population of jo,ooo or over hsive adopted the commission form of 
KOvemnieDt. Dayloo. Ohio, is given as the only dty of 30,000 people or over 
having the "dty manager plan." 

* State and City Section, ComtiKrciai and Financial Chronicle, May 30, 1914, p. 34. 

* Ibid., p. 130. 

' Commercial and Financiai Ckrtmicte, vol. q6, p. jSo; vol. 97, p. 1511. 
' Ibid., vol, 95, p. 634. 

* See the case of forgery of town notes in Framingham, MassadiU£ett£, FranHin 
Savings Bade i. Inhabitants of Framingham, 311 Moss. gi. 
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lawyers. The genuineness of the certificates often is arranged by 
certificatioii by some bank or trust company or, as in the case of 
town notes in Massachusetts ' and bonds in North Dakota,* Ne- 
braska ' and Texas,* by certificaUon by some state bureau or by 
state and county ofiBcials.' 

During the past twenty-five years and especially during the past 
ten or a dozen years, there has been a large increase in the amount 
£,u„jse[D of county, municipal, and other local debt. The 
'w'^^'d'oSra accompanying table shows a^regate net debt, or 
looJdebi indebtedness less s inkin g-fund assets, and net debt 

Per capita of counties, cities, towns, villages, townships, school 
districts, and other subdivisions in the United States for 1890, 
1902, and 1913, together with percentages of ij 



$935,989,603 
1,630,069,610 



Pcr-eapUa debt 
las linking- 
fiatd ««fa 



*"4 75 
10.74 
35-81 






While practically all these increases represent the creation of 
debt for purposes which, broadly speaking, are entirely proper,' 
and while due allowance must be made for the great growth of the 
coimtry during this period, the amount of increase certainly is 

' ilfti ipfo.p. 6i6.a5iui>cDdcdbyj4fii t(iiz,c)iap3.45aDd4g. See also jjcff ijiij, 
chaps. 84 and 185. 

' Conslitution 0} North Dakota., art. xn, sec. 187. 

• ConslilulioH of Nebraslia, art. xil, sec. 3. 

• Acts tSgs, P- 184; Aetj igoi, p. 16. Rarised Civil StatuUs ej Texas {1911), tilie 
xvm. arts. 619-615. 

• In Georgia, the validity o[ proposed bond issues is determined in advance by 
the Superior Court: and when judgment is given in the affirmative, the bonds never 
thereafter can be questioned. [Acts iS^, p. 81; Code of Ike Slate of Georgia Itgtt], 
sees. 44S-451.) 

■ Department of Ccnnnierce, Bure&u of the Census, Wtaitk, Debt, and Taxation 
(1913). vol. I, pp. 334-35- 

' For value of public properties and assets of funds, other than sinking funds, of 
counties in 1913, sec Department o[ Commerce, Bureau of the Census, Ctiutily Rett- 
KUti, Expendilurei, and Public Propertia. t^lj (Washington, igi$), p. igi: and for 
figures in regard to incorporated places having a population of zjoo and over, see 
Department of Commerce, Bureau of the Census, Municipat Seventies, Expendttira, 
and Public Propertia, 1913 (Washington, 1915). p. 336. 
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startling. During the past twelve or fifteen years, large sums have 
been expended for parks, playgrounds, and other permanent im- 
provements. It is hard to escape from the conclusion that this 
great increase in local debt is part of the general extravagance 
which characterized the period.^ 

Perhaps we might say, with the likelihood of being right, that the 
increase m municipal debt in the next few years would be propor- 
tionately less than in the past few if it were not for inntisEae 
the more or less general movement under way to-day l^^g^uj^p^ 
toward the acquisition by municipalities of street rail- "'^ ufUties 
ways and of gas and electric lighting plants. We find that even in 

spread to a considerable extent.' We find in addition municipal 
Ughtmg plants in Vermont, Connecticut, New York, Pennsyl- 
vania, Ohio, Michigan, Kansas, Oregon, North Carolina, imd 
many other States.' . 

The total local debt in 1913, as given by the United of locoi 
States Census, is made up as follows: * '*'*' '"^ 




Amount 


Per cent of total H 


Counties 


t37>, 5^8,268 

',985,555^84 

118,870,601 


i 1 






$3^75.954,353 


1 




^1 This shows the bulk of our local debt to be debts of cities, towns, 
^H and villages.' 

^^H > For short discussion of increase in local debts of Great Britain, France, and Gcr- 
^^B many, see Hirst, Credit of lialians (Wasbinglon, 1910), pp. 39, 94. and 7S. For an 
^H early discussion of municipal debt in the United SUtes, see AUanlic Monthly, voL 

^H (Boston. 1914). 

^^H ■ State and City Supplement, Commtreial and Financial Chronicle, May 30, 1914, 

^^K passim. The debt of local communitica in Great Britain for public utilities is Uige. 

^H Secmrst.CrrdU of Nations (Washington, 1910), p. 45. 

^H • WeaUk. Debt, and Taxation, 1913, vol. I, p. ajj. 

^^M • The proportion which local debt bears to national and to state debt may be 

^^H »een from the following fiftures for 1913: Nation, $1,018,564,055; States, J34S.9*a>- 

^H 305; minor divisions, $3,475,954^53; total, $4,850^60,713- (W««*, Dd>l, and Jaso- 

^^H .U<», igij, vol. I, p. 139.) 
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Owing somewhat to the large increitse in the supply of municipal 
bonds, but still more to the decline in the prices of all long-time, 
Decline in high-grade bonds, municipal bonds have been selling 

apaTlwnS""' during the past two or three years at or near the low- 
1903-11 egt prices for over twenty years. The following table 

shows prices on an income basis of the bonds of some of our leading 
cities in January, 1902, and January, 1912: — 





Ntlyidd 




lg03 


igia 




3'»S% 










^»^ 










J:^l 







If we capitalize a thirty-year 4% bond on a 3% basis, we get a 
price of 1 19.69 and interest; if we capitalize the same issue on a 4% 
basis, we get, of course, a price of 100 and interest. If we do the 
same thing with a twenty-year 4% bond, we get a price of 1 14.96 
and interest for a 3% basis and a price of 100 and interest for a 4% 
basis. These figures represent very fairly, we think, the extent of 
the decline in the prices of the leading dty bonds between 1902 and 
1912.' 

The effect of the European war on the prices of municipal bonds 
has been considerable. The following prices (see table on page 
1 6 1 ), obtained by reducing basis prices given in dealers' 
lists to definite prices for twenty-year 4% bonds, may 
be of interest. * 

The prices given in the table show an average decline for the 
year of 2.43 points. 

' Prices taken (rom circulars oE leading bond dealers for January, 1901, and Jan- 

' The pricra of New York City bonds arc reduced (rom the New York Stock El- 
change prices as given in the Commercial and Financial Chronicle, vol. 9g, p. 3a, aod 
vol. 101, p. 34. 
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Boston, Massachusetts, registered 

Providence, Rhode Island 

New York, New York 

Cleveland, Ohio 

Minneapolis, Minnesota 

Memphis, Tennessee 

Portland, Oregon 



July, 1914 


July, igis 


(And interest) 


(And interest) 


100.00 


99.32 


100.69 


99.32 


100.00 


96.25 


98.64 


96.6s 


99.18 


95.04^ 


94.72 


91.59* 


97.31 


95.35 



• Lowest offering. 

In closing this chapter, we would give as our opinion that county, 
municipal, and district bonds are among the safest mediums of 
investment in the world. As far as the record for past performance 
goes, mimidpal bonds are entitled to greater con- on the whole, 
sideration than any of our state bonds except the ^n^fS^cx- 
very best. To-day the laws governing the creation of cc«*iJ=»«br »^« 
debt by mimidpal or quasi-mimidpal corporations are conservar 
tive enough to make investment in the bonds of commimities even 
of moderate size exceedingly safe. 



CHAPTER V 

STEAM-SAILROAD BONDS 

Railroad bonds may be defined as the obligations of railroad 
Definition of Companies operating their properties usually with 
rmiiroad bonds steam and doing a general freight and passenger 
business. 

Such bonds may be of various kinds: that is, first mortgage, 
consolidated mortgage, general mortgage, collateral trust, deben- 

Vaiions kinds ^^^' ^^ income bonds. A first-mortgage bond, as its 
ofrwiroad name implies, is secured by a first mortgage on all or 

a part of the property of the railroad company. A 
consolidated-mortgage bond usually is secured by a first mortgage 
on a portion of the road and by a jimior mortgage on the rest. A 
general-mortgage bond usually is secured by a jimior mortgage on 
all or most of the road. A collateral-trust bond is secured, as a rule, 
by deposit with the trustee of stocks or other bonds or both.^ A 
debenture bond may be described as a long-term note without 
security other than the general credit of the company.^ An income 
bond is a bond the interest on which is payable when earned. Any 
one of the above kinds of bonds may be convertible, although the 
usual form is the convertible debenture, that is, a long-term note 
of the company convertible into stock. 

In addition to the above kinds of securities, all which may be 
Equipment Called Strictly railroad bonds, there are equipment 
l^cband^ort- bonds' issued for say 90 per cent of the cost of new 
tenn notes equipment and payable in annual or semiannual in- 

^ Sometimes an entire issue of first-mortgage bonds is deposited, as in the case of 
Pte Marquette Railroad (Lake Erie & Detroit River Railway) 4}% bonds, due Au- 
gust I, 1932. The effect of this is to make the collateral-trust bonds substantially a 
first mortgage on the property covered by the collateral. 

* In Massachusetts there have been issued by various railroad companies, such as 
the Boston & Albany Railroad, the Old Colony Railroad, and the Boston & Maine 
Railroad, so-called "plain" bonds. These bonds are debentures with a provision 
that no mortgage can be placed on the property without including the debentures. 
See Acts 191 3, dmp, 784, sec. 15, and Acts 18^4, dmp, a86, sec. 3. 

* The title to the equipment rests usually with the^equipment bondholder until 
the last installment is paid off. 
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stallments covering a period of perhaps ten years; terminal bonds, 
secured on freight or passenger terminal property including real 
estate, and often guaranteed by railroad companies; and short- 
term notes, having usually from one to three years to run. 

The considerations which determine the strength of railroad 
bonds are considerably different from those applying „ 

■^ ■ ■ 1 , _, REilroad bond* 

to government, state, or mumapal bonds. The latter payable not 
classes are payable out of taxes, whereas railroad ftom property 
bonds are payable out of the property or earnings of "' e"™"** 
the corporation. , 

In considering the safety of railroad bonds, the vital uadiag Uc- 
questions are: — ^toy^orr^J^ 

(i) Relation of assets or property to debt.^ "^ ^°'"^ 

(2) Relation of net earnings to fixed charges. 

In case of default in interest or principal of mortgage bonds, the 
bondholders have the right to foreclose on the property, just as the 
holders of real-estate mortgages have the right in case Reniolica for 
of default to foreclose on the real estate. In the case """-iwynient 
of default on plain or debenture bonds, the bondholders have the 
right to sue at law on the bonds and also on the coupons, but 
stand on no better footing than other unsecured creditors.* As far 
as legal rights go, first-mortgage bondholders have the right to 
have their entire claim paid from the proceeds of foreclosure sale 
before anything goes to the holders of second-mortgage or deben- 
ture bonds. As a matter of history and practice, however, holders 
of defaulted first-mortgage bonds often have had, like other bond- 
holders, their claim satisfied in reorganization through the issue of 
new securities in place of their old bonds.' This subject will be dis- 
cussed more fully later on in this chapter. 

' In deterraming the strength of coUatecal-lnist bonds or guaranleed bonds, there 
are two or more companies to be considered instead of one; that is, in the case of 
coUaletal-tnist bonds, not only the issuing corporation, but also the corporation or 
corporations responsible for the value of the collateral; and in the cose of guaranteed 
bonds, not only the issuing but the guaranteeing corporation. 

• In England the word "debenture" usually implies a charge upon the property 
of the corporation and a priority over subsequent creditors and over existing creditors 
not posscs^g such a charge. Depending, of course, on the terms used in each case, 
it may be said, in general, that a debenture in England partakes of the nature of an 
equitable mortgage. See Jones, Corporalt Bonds and Mortgages (3d ed.), s^ 33. 

' It is to be remembered that in many railroad receiverships and reorganizations 
certain underlying issues are not in default and are not disturbed at all. 
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Beginning in England and in this country in an important way 
in the early thirties, the railroad business has shown an enormous 
Btpnninfrs and almost continuous growth from that time until 
S?th?rS^d the present. The first raihoad of any importance in 
business England was the Liverpool & Manchester Railway 

opened for public traffic in 1830 "with eiglit of Messrs. Stevenson 
& Co.'s locomotive-engines." ' In the United States, the first im- 
portant railroad was the Baltimore & Ohio, which had in operatioD 
twenty-three miles of road in 1830. It was for two years thereafter 
worked with horse power,' Among other early railroads in the 
United States were the Boston & Providence, the Boston & Lowell, 
the Erie, the Philadelphia & Reading, and portions of the New 
York Central and Delaware & Hudson systems. A short time 
before and not long after the Civil War many of the western rail- 
roads were built, such as the Chicago, Burlington & Quincy, the 
Chicago, Milwaukee & St. Paul, the Chicago & Northwestern, the 
Illinois Central, the Atchison, Topeka & Santa F6, and the Union 
Pacific. In 1832, there were in operation in the United States only 
229 miles of line; in 1912, there were in operation 246,816 miles.* 
Outside of public securities and possibly real estate, railroad 
securities are the best-known medium of investment throughout 
Steam ™iro.d the civilizcd world. Until the past fifteen or twenty 
h»"e*bwn*« years in this country, steam raikoad bonds prac- 
p°^^^ tically have divided with government, state, and 

invcsiment municipal issues the entire bond market. 

In our opinion there are many considerations, however, which 
Conditions should prompt investors to use great care m select- 
ing railroad bonds. It is to be remembered: (i) that 
in most cases, railroads in the United States are en- 
gaged in a competitive business, that is, in any given 
territory of any considerable size, there are usually 
two or more impwrtant railroad systems competing 

> Alexander Gordon, .4 TTealiseoHElemaHal Locomeliim,tU.(Lotiiioa.iti6),p.s5. 

' Poor's Manual of Railroads for 1871-73, p. xxvi. The Brst tram-n»d in the 
United Slates was opened in i8j6, II ran from the Quincy Granite Works in Mum- 
chusetts to the Ncponset River anil waa operated with horse power. (Poor'a Manual 
for iS6(r^o, p. ixii.) 

• Poor's Manual of Raitroads for t^ti. Introduction, p. onxvii, and Interstate 
Commerce Commission, Twmly-fiflh A »niial Report on Hit Statiflict of RaUwayi in 
Um Unilai StaUt (Washingtaa, 1914}. p. 11. 
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^V with each other more or less keenly; (3) that the gross income of 
railroads, owing to the fact that it is derived in most cases largely 
from the movement of freight, may fall off a good deal in times of 
general business depression; (3) that the railroads have been and 
are now subject to dual and more or less conflicting regulation by 
federal and state authorities; (4) that, owing to a variety of causes, 
the cost of financing and operating the railways, particulariy during 
the past fifteen years, has risen without the raOways having been 
able to obtain a sufficient increase in earnings to offset the increased 
cost. These conditions, combined in many cases with incapable or 
dishonest management, have led from time to time to very unfortu- 
nate results for investors. 

With a few notable exceptions— of which we may mention now 
the New York Central, the Pennsylvania, the Chicago, Burlington 
& Quincy, the Chicago, Milwaukee & St. Paul, and R„^i^„y 
the Illinois Central — the important railroad systems and rroigini- 
now serving the United States have been in the hands 
of receivers or have been reorganized, in whole or in part, from one 
to three times. Out of a total bonded debt for all roads, January 1, 
1875, of about $2,000,000,000, there were in default at some time 
between September 20, 1873, and January i, 1876, bonds amount- 
ing to $783,967,665.' The following table * shows the number, 
mileage and total capitalization of railroads placed in the hands of 

^^ receivers for the years involving the largest total capitalization 

^K from 1876: — 


^B 


Numbtr of roods 


Miles of road 


Bonds and slocks H 




41 

37 
74 

17 


6,661 
11.038 
39.340 

8,009 

g,oao 
ao.i43 


1467,000,000 1 
714,755.000 ■ 
1,781,046,000 ■ 

SSB 1 












^^B 


^^K On June 30, 1894, there were in the hands of receivers 192 rail- H 
^^B ways operating 40,819 miles of road and with a total capitalization ^^^H 

^^B 1 Commercial and Financial Chrankk, vol. p i^^^H 
^^^1 ■ Roilwiy Agt Catellt, December 31, 1915 (vol. 59), p. 1111. ^^^^^H 
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of about $2,500,000,000.' The roads in the bands of receivers at 
this time operated nearly one fourth of the mileage and had nearly 
one fourth of the total capitalization of all the railroads in the 
United States.' In October, 1915, there were in the hands of re- 
ceivers 41,988 miles of road with a total capitalization of $2,264,- 
002,178.* 

A variety of causes may be given to account for these experi- 
ences, but the leading reasons may be given as follows: (i) Over- 
building of railroads or building ahead of the growth 
' (2) heavy bonded debts and fixed 
trouwei charges; (3) unrestrained competition; (4) increased 

costs of labor, materials, and supplies, and increased taxes; (5) 
mismanagement, misjudgment, or lack of integrity of those in con- 
trol; (6) excessive interference on the part of legislatures, commis- 
sions, and other government bodies; (7) the industrial depressions 
following the panics of 1873, 1884, 1893, and 1907.' 

A brief statement' of some of the forms which raU- 



railroads may be of interest. (See page 167). 
Since the receiverships following 1893, there have been two 
periods in which railroad difficulties have become of considerable 
importance: one after the panic of 1907, when such roads as the 

' loterstate Commerce Commission, Seventh Annuai Report on the Statistics ef 
SaUways in Ike Untied StiOei (Washington, iSgs), p. to. 

' Ibid., pp. li and 41. 

' RaUway Age Caaellt, October 15. 191S (vol. 59), p, 676. The figures include 
two small Canadian loads. 

* Between tS;o and iSSs, tbe total miles of road in the United States increased 
from s*.9'» miles to 128,330 miles, or over 143 per cent; between 1880 and 1895, a 
period of fifteen yean, the total mileage bcreased from 93,161 miles to 181,115 miles, 
or over 94 per cent. (See Introduction to Poor's Manual of Railroads Jar tgii, p. 

* See Commerciai and Financiai Chrimiite, vol. 11, p. 76; Investors' Supplement 
of tbe Commerciai and Fiiuauial Chronide, October 15, 1884, p. :; Introduction to 
Poor's if otiuoJ of Railroads for iSS;, pp. v to i; Investors' Supplement of the Com- 
mtrcial and Financial Chronicle, March 31. :S94. p. 3; Poor's Manual of Railroads 
for iSgs, pp. V to viii. (The depression of 1913 and the effect of the European War 
might be added.) 

< The material for the acannpanying table has been tolen from Stuart Daggett, 
Railroad Reorioniiation (Boston and New York, 1908), pp. t6-i7, 39-23, 34-40, 
48, S'. 53-54, S^S9. 61, 7Si 77. 81, 96-1*1, 118, 111-16, 158, 164, 166-68, 175-78, 
193. 196-97. »99. 20a, i04-«9, 3ii-»4. aafr-»9, 831-33, *3S-36> a40. 264-65, »6j, 
180-81, 384, 3S6-S7, 3S9. 
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Seaboard Air Line, Chicago Great Western, Western Mar^-land, 
and Wabash were placed in the hands of receivers; 
and another in 191 3 to I9t5,when the St. Louis & San 
Francisco, Cincinnati, Hamilton & Daj-ton, Interna- 
tiona) & Great Northern, Rock Island, Missouri Pacific, Missouri, 
Kansas & Texas, and many other roads were placed in the hands 
of receivers.' The difficulties of these railroads have been too 
recent to make possible a careful and impartial statement of the 
special causes of failure. 

A consideration of the specific causes of many of our earlier rail- 
road troubles shows that these difficulties were caused partly by 

the eeneral conditions surrounding railroad operation 
Summary ol ■ i . . . i f- i , 

cauMi of rmO- and partly by the lack of judgment or unscrupulous 

management of those who controlled the properties. 

Just how far one set of causes and how far the other affected the 

results in any given case it is impossible to say. 

In 1887, a step was taken which has led already to important 
restraints on the management of railroads by private interests. 
.. .■■ I . This was the establishment of the Interstate Com- 
oi the merce Commission.' Onginally this commission sun- 

Comm»rce ply heard cases of alleged unjust discrimination in 

service and rates, and the Commission found most of 
these cases to be not well founded.* 

Later the Commission received additional powers. In 1906, it 

obtained the power not merely to set aside existing 
lucmue in ., , . , . , , 

powers o( the railroad rates as unjust or unreasonable, but to estab- 

'''°"' *"" iish new ones.* In 1910, it obtained authority to sus- 

> In October, IQ15. it seems reasonable to say that the railroads as a whole faava 
"turned the comer," for (be time tjcing, from their most acute lioubles. 

' An act to regulate commerce, approved February 4, 1S87, and in effect April 5, 
1887 {14 Slat. L. 379), as amended by an act approved March 1, 1889 (15 Stat. L. 
85s); by an net approved February 10, iSgt (36 Stat. L. 743); by an act approved 
Friiruary S, iSgj (28 Stat. L. 643); by an act approved June jq, igo6 (34 Stat. L. 
584)1 by a joint resolution approved June 30, igois (34 Stat, L. 83S); by an act ap- 
proved April 13. "908 {3s Stat. L, 60); by an net approved February as, 1909 (35 
Stat. L. 648); by an act approved June iS, igio (36 Stat. L. 539); by an act approved 
August 14, iQii (37 Stat. L. 566); by an act ^proved March t, 1913 (37 Stat. L. 
701). See f-S. Compiled StaluUs (1913), vol. 4, Title LwA, chap. A. sees. 8563-8604. 

■ See Charles Lee Raper. Raikmy Tratuportalian (New York and London, IQil) 
p, 364. Also Reports, Interstate Commerce Commission, pasiin. 

' Act approved June 19, igo6 {n Stat. L. 5S4). 
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pend changes in rates pending a hearing.' This power to suspend 
rates is the power of which the railroad managers have complained 
at times so bitterly. The Commission in these matters may act on 
its own initiative. 

In addition to the regulation exercised by the Interstate Com- 
merce Commission, there has been an immense amount of regula- 
tion and attempted rejnilation by state leinslatures „ , . , 

, , , , ,. . - - . ■ ReKulationby 

and later by state public-service commissions. Accord- »tate leas- 
ing to James J. Hill: "Within three years, ending in pubii 



1907, twenty-five States enacted car-service laws,* 
twenty-three regulated train service and connections, twenty-two 
fixed maximum passenger rates, tiine enacted maximum freight 
rates, thirty-six regulated the general corporate affairs of common 
carriers." ' To be included, perhaps, in the last-named class of 
legislation may be mentioned laws forbidding combination and con- 
solidation, compelling changes in construction of road or rolling- 
stockj and shortening the hours of labor of employees.^ Many of 
these laws were enacted without any adequate examination or 
proper understanding of their fairness, and many of them later 
were declared unconstitutional by the courts." 

In general it may be said that, under present conditions, the rela- 
tion of steam railroads to the public is in great confusion. Unlike 
street-railway, gas, and electric light properties lo- r 1 ,■ 
cated whoUy within one State, most of the steam rail- s'eam taiiioad* 
roads are subject to regulation both by the Federal h in et™t "^ 
Government and by individual States. The viewpoint " "*""' 
of the railroad men is expressed as follows: "A misdirected public 
opinion is demanding rates too low, taxes too high, wages too high, 
service too elaborate, and there are not cents enough in the dollar 
to meet all these demands and stiU permit the busmess to be attrac- 
tive enough so the man with a dollar will invest it," ' It is to be 

' Act approved June 18, igto (36 Stat. L. S39, sec- !*)■ 

' For a discussion by railroad interests of the so-called "full-crew laws," see 
Bureau of Railway Economics, The Argumenti for and agairul Tratn-Crcw Ligiila- 
tim (Washington. D.C, igij), consecuUve no. 73. 

• James J. Hill, Highways of Progress (New York, igio), p. aji. 

• For dtatioQ o( some of these laws, see Appendix, pp. 305-306. 

• For examples of such laws which have been held uncoDstitutionai, see Appen- 
lii, pp. 306-307. 

• Howard Elliott, Tfe Truth Aboul the S^Uroads (Boston and New York, 1913), 
PP- "54-S5. - 
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noted that at least three different bodies are in a position to mter- 
fere with the net income of railroads: that is, (i) the Interstate 
Commerce Commission may suspend or reduce rates; (s) the state 
legislatures or commissions may reduce rates and may prescribe 
regulations which will increase expenses; and (3) arbitration boards 
may raise wages.' 

Furthermore, the regulation of any given railroad by the States 
through which its lines run may conflict, not'only as to service and 
rates, but in the matter of issue of new securities. 



^ times have to obtain the authority of two or more 
States in order to finance themselves. Examples of this may be 
found in our New England railroads, where, for instance, the con- 
sent of New York State as well as of Massachusetts is necessary 
for the issue of bonds by the Boston & Albany Railroad ; of Maine, 
New Hampshire, and Massachusetts for the issue of securities by 
the Boston & Maine Railroad; and of Massachusetts and New 
York for security issues by the New York, New Haven & Hartford 
Railroad.' 

In view of the fact that interstate traffic, according to James J. 
Hill, constitutes from 65 to 97 per cent of the total traffic over 
large areas of the country,' and in view of the diffi- 
culty of distinguishing between state and interstate 
traffic,* it would seem that the final solution of this 
difficult question lies in some form of control by the 
Federal Government alone. 
A step in this direction was attempted in the decision of Judge 
Sanborn, of the United States Circuit Court, in the so-called 
Minnesota Rate Cases.' The legislature of the State of Minnesota 
' Arbitration, however, b not eompulsory. See "An Act providing for mediation, 
conciliation, and arbitration in controversies between certain employers and thdr 
employees," approved July 15, igij (Public Laws of Ike United Slala 0} America 
[6id Cong., isl Seas., 1913J, chap. 6, jS Stat. L. part i, p. 103). 

' Maine, LatBi igzj, chap, iig, sec. 35; Massachusetts, Ads igij, chap, 784, 
tec. 16; New Hampshire, Laws ipii, chap. 164, sec. 14a, as amended by Laws 1913, 
chap, 145, sec. 14; New Yoric, Consalidaltd Lams of the State of Nm York (igio), 
vol. a, diap. 48, sec. SS, and chap. 49, sec. 8, par. 10. 

• Highways of Pregrest, p. aBo. See also Raper, Railway Transporlaliim. p. 25a. 

* See Marshall M. Kirkman, Riulway Rales and Covemment Control (Chicago & 
New York, 189s), pp. 195-301. 

' Shepard », No, Pae. Ry. Co., 184 Fed, 765. (1911.) 
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had enacted statutes reducing passenger fares within that State 
about 53J per cent and reducing freight charges on Decision oi 
certain commodities within the State about 7.37 per lS"MinnesotB 
cent. By orders of the Minnesota Railroad and Ware- **■"= "^"^ 
house Commission, general merchandise freight charges on shit>- 
ments wholly within the State were reduced by from 20 to 25 per 
cent, and certain specific charges on freight shipped from distribut- 
ing points Just within the border of the State to other points in 
the State were reduced. Suits were brought by shareholders of the 
railroads affected involving the question whether the orders of the 
commission, and the acts of the legislature described, substantially 
burdened and regulated interstate commerce on the railroads of 
these companies. Judge Sanborn found that "each of the acts and 
orders challenged has the natural and necessary effect substantially 
to burden and directly to regulate interstate commerce, to create 
undue and unjust discriminations between localities in Minnesota . 
and those in adjoining Stales, and it is unconstitutional and void," 
He said further: "To the extent necessary completely and effectu- 
ally to protect the freedom oi and to regulate interstate commerce 
the nation by its Congress and its courts may ajlect and regulate 
intrastate commerce, but no farther. To the extent that it does not 
substantially burden or regulate interstate commerce a State may 
regulate the intrastate commerce within its own borders, but no 
farther. If the plenary power of the nation to protect the freedom 
of and to regulate interstate commerce and the attempted exercise 
by a State of its power to regulate intrastate commerce, or the 
attempted exercise of any of its other powers, impinge or conflict, 
the former must prevail and the latter must give way, because the 
Constitution and the acts of Congress passed in pursuance thereof 
are the supreme law of the land, and 'that which is not supreme 
must yield to that which is supreme.'" This decision, it seems to 
us, would have the practical effect of giving the Federal Govern- 
ment substantial control of almost all railroads. 

The decision later was reversed by the United States Supreme 

Court' in an opinion delivered by Mr. Justice Hughes. The court 

took the position that (i) although the power of Congress over 

interstate commerce is paramount, and (2) although a State has 

' Simpson el ol. p. Sbepaid, 13a U.S. 353. (1913.) 
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no power to regulate directly interstate commerce, and (3) al- 
Dcdd of the though, whenever Congress exercises its power over 
United Sutra interstate commerce in any respect, no state action 
iiupreniE Court , . ■ i ..r ■ ■ i- ^i 

In the Minne- of any kmd can modify or unpair directly or m- 
wuRmeCmses jjjpj-^jy g^j, national action, yet (4) the several 
States have power, in the absence of action by the Federal Govern- 
ment, to regulate their own intrastate commerce and (5) slate 
regulation of intrastate commerce is not void by reason merely of 
its indirect effect on interstate commerce, unless it conflicts with 
some actual exercise by Congress of the national power over inter- 
state commerce. 

In the Shreveport Rate Cases,* in which also the opinion was 
delivered by Mr. Justice Hughes, the court took the position that 
Comp>ri>oDo( where the Interstate Commerce Commission previ- 
ShiCT^rt""' ously had fixed an interstate rate on a basis higher 
R»te Cma (jjajj (jj^t permitted by the State of Texas for intra- 
state rates, the interstate rate should prevail. In the Minnesota 
cases, the railroads could avoid that "unjust discrimination" 
which Congress had forbidden by reducing their interstate rates to 
the basis of the Minnesota intrastate rates; but in the Shreveport 
cases, the railroads could not do this, because the rate already fixed 
by the paramount national authority was higher than that allowed 
by the state authorities. The only alternative was to disregard the 
Texas intrastate rates. 

We have discussed these two cases rather fully for the reasons 
that they are both fairly recent and also because they bring out the 
Significimce of ever-rccurring difficulties of harmonizing state and 
c^urt d'^b'™,. federal control of railroad rates. While the two deci- 
in the two cisei gions of the Supreme Court are not inconsistent, it 
may be fair to say that in one case emphasis is laid on the state 
power over rates, whereas in the other it is laid on the federal 
power over rates. 

A possible escape from this situation may be either (i) the fed- 

^ , , ,. eral Ucensing of all railroads doing an interstate busi- 

Fedtrsl license , , , , , , - - , ■■ . 

or fedrrnJ ness or (2) the federal mcorporation of all mterstate 

Dcorpora oa [.aiijoads. Under the first plan, the railroads would 
■ Boiuton, East & West Texas Railway cl al. v. United States el at., 334 U.S. 
34J, (1914-) 
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retain their state charters, but would obtain permission to do an 
interstate business only on such tenns as the Federal Government 
might impose, which permission might amount practically to exclu- 
sive federal regulation. Under the second plan, the railroads doing 
an interstate business could get rid entirely of state regulation. In 
the words of the former Commissioner of Corporations, "The one 
merit of the federal incorporation plan is that it is based upon a 
clean-cut, legal theory, that it brings the entire matter of interstate 
commerce under one jurisdiction, and reduces to a minimum the 
friction that must occur between federal and state authorities in 
the attempt on the part of the Federal Government to regulate 
interstate commerce." ' Either federal licensing or federal incor- 
poration of the interstate railroads would be a long step toward 
exclusive federal control of all the railroads, and therefore toward 
the solution of this phase of the railroad problem. 

We have spoken of exclusive federal control as probably the best 
solution of this conflict between federal and state autliority over 
the railroads. We have suggested federal licensing or Government 
federal incorporation of interstate railways. There is o^nerafa'P 
another alternative. Th at alternative is government ownership.' 

Government ownership may work out in two ways: (i) Owner- 
ship and of>eration by the Government; {2) ownership by the 
Government and lease to private companies for oper- ^ 

ation. This latter method was recommended in 1881 o»oetsiiip may 
by an Italian commission which investigated the 
entire subject of government ownership in practically all coun- 
tries.' In general, however, we will discuss government ownership 
as being synonymous with government operation. 

' Rtporl, Commis^onei oE Corporations,. December, 1904, Appendix C, pp. 61 

' The only experiments which the United States Government has mode along 
these lines are: (1) Panama Railroad, vrbich the Government purchased in igo4 and 
has since operated, and (1) the proposed federal railway in Alo^a, Neither of these 
experiments is likely to t>e of any particular significance in connection with the broad 
question of government ownership. (For Panama Railroad, see Poor's Manual e{ 
Rmlroadsfar igis, pp. igij-rj, and Annual Reports of the Panama Railway Com- 
pany. For act authorizing the President of the United States to locate, construct, 
tmd operate railroads in the Territory of Alaska, approved March 11 1Q14. see 
PuUic Laiits of the Untied Slalcs of America, t\o.6g, 636 CotigKSi,i&Sla.t.L., part t, 
P- 30s) 

' RAper, Railway TransporMion, pp. 109-10. 
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The extent to which government ownership of railroads prevails 
throughout the world is not, perhaps, fully appreciated. In 
Europe, out of the total mileage in 191a of 207,295 
miles, 107,663 miles, or 51.9 per cent, were state- 
owned.' Great Britain was the only important 
European country which had no state-owned railways. In Asia, 
58 per cent of the mileage, in Africa, 59.7 per cent, and in Aus- 
tralasia, 93.6 per cent of the mileage was state-owned. The total 
mileage of the world for 1912 was 639,621 miles, of which 188,258 
miles were state-owned.' This becomes even more striking when we 
remember that the United States alone in 1912 had 241,056 miles 
of road, all privately owned. 

There are many strong arguments in favor of government 
ownership and operation of all the railways m the United States. 
Arguments in In Order to get the bearing of the whole subject on 
govermnent railroad credit, we will summarize the leading argu- 
ownetahip mcnts as follows: (i) It would do away forever 

with the perplexing conflict between federal and state regulation; 
(j) it would solve the still more difficult problem of trying to 
prevent by regulation so-called discrimination between persons 
and places and yet at the same time forcing under the Sherman 
Act ' competition between the railroads; (3) it might lead to a 
comprehensive if not entirely economical use of railroads and water- 
ways for the benefit of the whole country; (4) it would put an 
end to the immense railroad lobby system by which in the past 
attempts, too often successful, have been made to influence legis- 
latures and courts; (5) it would lead, if properly managed, to 
a greater standardization of service; (6) it should result in elimi- 
nation of many expenses at present necessary to the railroads, such 
as complete executive staffs for each railroad and solicitors whose 
business is simply to get freight for one railroad as against another; 

' Out of D total mileage of 37,073 in GennaDy, 34,604, or 91.1 per cent, was stale- 
owned; in France out of a total mileage of 30,668 only s.S09i or 18 per cent was 
Etate-owned. 

' Figures from London Titnrs, October 1, 19H, p. 15 ("The World's Railways"), 
and based on Anhiv fiir Eiienbaktnitsen, May and June, 1911, published by the 
Prussiaa Ministry of Public Works, Berlin. See also Samuel O. Dunn, Govcmmemt 
Ovmerihip of Railways (New York and London, 1915), pp. 3S1-S4. 

* See act approved July a, 1S90, 36 StKt. L. 109, US. Compiltd SlatuUi (1901}, vol 
3. P- JJoo- 
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(7) it might make less difficult the raising of the immense amounts 
of new capital which almost all railroad men agree are necessary in 
order that the railroads may perform adequate service; (8) it 
might have,' if properly handled, the effect of knitting together the 
country still more closely than at present and of bringing the people 
in closer touch with the Government. Some of these objects could 
be attained, to be sure, without government ownership, but they 
all might be accomplished imder that system. 

Against government ownership and operation of railroads in the 
United States at the present time may be urged the following: 
(i) Operation of the railways by the Government Argumenu 
probably would result, as it has in Europe, in a set of ^vcmment 
rules or principles for service and rates too rigid prop- '>wa=tii>'P 
eriy to serve and develop the country; (2} allowing for the loss 
in taxes, it would probably result, as it has in most European 
countries, with the possible exception of Germany, either in 
a net loss or a very slight profit from operation; {3) there is no 
reason to suppose that it would result, any more than it has in 
Europe, in better freight service or in lower freight rates; (4} it 
would place over 1,800,000 men,*^ the present employees of the 
raOroads, with their families, under possible political domination, 
a situation likely to result in injustice to the men and in danger 
to our system of government; (5) it would entail on the Federal 
Government the creation of a huge debt, the safety of which would 
depend to a large extent on the success with which the railroads 
were operated; (6) the strongly individualistic character of our 
people, the complicated structure of our government, and the 
many widely scattered large centers of wealth and population, as 
against the highly centralized conditions in such countries as 
France and Germany, would indicate less success for government 
ownership in this country even than in Europe; {7) untO regula- 
tion has been tried thoroughly on the most intelligent and most 
modem lines government ownership is unnecessary. 

The experience with state-operated railways in Europe and else- 
where has not been of a kind to induce the United „ , , 

B«ulu of 
States to enter on the experiment. The most sue- state opfratioa 

cessful state railways abroad have been the Prus- 

' Interstate Commerce Conmasdon, Tweiiiy-sixtt Annual Reporl cf the Statislies ef 
Satiways, p. 33. 
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sian. These have been operated so as to give excellent and cheap 
passenger service, fair freight service, and so as to show to the Gov- 
eniment a considerable net income above all charges. They have 
been managed with all the military efficiency of the Prussian Govern- 
ment. It is questionable whether the operation of the Prussian rail- 
ways has been for the best interests of industry and commerce." 
The state railways of Japan, with practically the lowest freight and 
passenger rates of any railways in existence, have been operated 
with distinct financial success. This has been made possible by 
the efficiency of the Government and by the low cost of Uving.' 
The operation of the state lines in Italy, whatever the reasons, has 
been so far notably unsuccessful in almost all respects.' The op- 
eration of the state railways in Austria has not resulted in par- 
ticularly low rates and it has resulted in a net loss to the Govern- 
ment.* The Hungarian state railways usually have earned less 
than their interest. The same is true to a greater or less degree 
of the state railways in France, Russia, Belgium, Canada, Argen- 
tina, and even Germany, outside the Prussia-Hesse lines.' The 
Swiss state-operated railways have sought to please all the people 
by lowering rates, increasing facilities, and raising wages. Roads 
which under corporate management had been making a good 
showing have shown under ten years of government administra- 
tion a deficit.* On all state operated railways, except possibly in 
Prussia and Japan, the tendency has been to increase the num- 
ber of employees beyond all reason.' It is perhaps fair to say that, 
with the exception of Prussia and Japan, state operation has not 
justified itself on economic grounds.* On political grounds, it may 
have done so, though this always will be a matter of opinion.' 

' l}wia, GavemtTKnl Oumersliip of Railways, pp. i^a, ^10-1 3, i^S; Raper, Raiiwoy 
TraH!porlal!im, pp. 143, 150, 15S1 '64. 3°3; l-t^n G. McPhetson, Tratuportation nt 
Europe (New York. 1910), pp. 168-69. 

' Dunn, pp. 196, 313-14. 324-26. 

* Dunn, pp. 315-16; Rapcr, pp. no, iiij-ioi McPhencn, pp. I73-7S- 

* Dunn, p. 317; Raper. p, jgs; McPhcrson, p. 173. * Dunn, pp. 303-30. 

* McPEctsoD, pp. 171, 100. For a doubt raised as to whether the Swiss state nil- 
ways have shown a net profit or a net deficit, see Dunn, p. 3*4. 

' McPhcraon, pp. 199-100. 

* For another statement of financial results of government operation in Gensany, 
France, Belgium, Holland, Switierland, Ruaaa, Austria-Hungary, and Italy, »ee 
McPherson, pp. 168-75. 

* The great war in Europe has led to military or government operation of moct of 
the iailw>yi in the countries at war. 
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Regulation is not open to many of the objections that apply to 
government ownership. It has been in Great Britain and in the 
United States a natural development and one con- 
sistent with the individual initiative of the people 
and the democratic nature of their government. 
While the principles and methods of regulation to be 
applied have at times been in great confusion, the broad outlines 
to-day are becoming pretty well defined. 

Regulation in Great Britain, where all the railways are privately 
owned, has been based on practical expediency. In Great Britain 
and Ireland, the railways are under the supervision p , ■ r 
of a commission called the Railway and Canal Com- Great Brinuo 
mission, composed of five members, serving a term 
of five years: two members appointed by the Crown and three 
ex-qfficia. Of the appointed members one must be an expert on 
railway transportation. The ex-affkio members are, in England, 
the Lord Chancellor; in Scotland, the Lord President^'of the Court 
of Session; and in Ireland, the Lord Chancellor of Ireland. These 
officials can in each case designate a judge of the highest court to 
serve on the Railway and Canal Commission. The Commission at 
work must be composed of the two appointed members and one 
ex-officia, the former to be judges of fact and the latter of law. Regu- 
lation in Great Britain has tended toward the monopoly prin- 
ciple and has gone on the basis of minimum interference with the 
operation of the railways. It has been, on the whole, fairly efficient 
and satisfactory.' 

In France, where nearly five sixths of the mileage is operated 
by private companies,* the railways are imder the control of the 
Ministry of Public Works. 'Attached to this Ministry Regulation 
are six departments, one for each of the large systems '" ^^^^" 
including that operated by the State. Supervision is divided on 
the lines of (i) technical control; (2) commercial control; (3) finan- 
cial control. There is a commercial advisory council in which two 

' Kaper, pp. ji, jj, 58, 100, tit. See also- Dunn, pp. 17-19. 

* In France, the Government has made large advances in the eases al the privately 
ownid railways in the form o( guarantees of interest and dividends. By the end o( 
igsS, unless present plans are changed, all the railways will be amortized and wiU 
become the property of the Govenuneot without compecsation. (Rftper, pp. 71-73; 
Dunn, pp. 10-31.) 
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elements are represented: (1) the Government; (a) commercial and 
industrial interests and the general public. French control of the 
railways has paid more attention to abstract justice than to prac- 
tical expediency. It has represented, perhaps, the maximum of 
interference. Supervision has covered all important matters of 
operation and finance, including the approval of the issue of new 
securities. French control of the railways has been strong and 
effective, but has been too much inclined to act with rigid uni- 
formity. ' 

We have outlined the systems of regulation in Great Britain 

and France for the sake of the light they may throw on our own 

railroad problems. These two coimtries are the only 

Europe has ,^ . -r. > ■ • ■■ . 

much to teach ones of miportance m Europe havmg a large railroad 
J^^biio? mileage under private operation. Germany, Italy, 

of railwBys ^^^ Russia, in their machinery for the state operation 

of their railways, have many points of interest to any one attempt- 
ing to outline a plan of exclusive federal regulation for railways in 
the United States. 

There have been recently many suggestions, some of them based 
on European models, of plans for regulating the railways. There 
interaute '^ * general agreement that the Interstate Commerce 

Commeice Commission, with its membership limited as at pres- 
at present ent, is physically unable to consider and solve the 

tohSdle vast and complicated problems arising from the 

epcobiem financing and operation of something like 350,000 
miles of raihoad, traversing forty-eight States, and serving a 
population in the neighborhood of 100,000,000. In its magnitude 
and in its complexity, the problem is entirely dif- 
ferent from that of regulation of railroads in such 



' A possible outline for exclusive federal regulation, 

at least of all interstate railways, is as follows: ' 
(i) Enlarging the membership of the Interstate Commerce Commis- 
sion so as to include men experienced in railroad operation, traffic 

• Raper, pp. 95 and 100; Dunn. pp. 19-14. 

• See Samuel Rea, as quoted in the Annalisl (New York), i-ol 4, p- ^41. E. P. 
Ripley, as quoted m the CiMntiMrf ioiunii fifwncuiJCirratcJe, vol. 99, p. 1334. Seeabo 
Annaiist, vol. 4, p. jgi. ComiKtrcia! and Financial CkronicU, vol. 99, pp. 1505, 1509; 
Raper, Railiffay Transp^tatiM, pofHm; UcFbenon, TroHsporUHon in Eurofa. 
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and finance and also men of broad business expjerience. This would 
be thoroughly in line with the machinery used in some form or 
other in France, Germany, Italy, and Russia. 

(a) Making the term of office for a long period of years and the com- 
pensation sufficient to attract and retain men of the widest experi- 
ence and greatest ability. 

(j) Dividing the United States into sections for railroad supervision 
much as the national banking system has been divided under the 
Federal Reserve Act. Such units as the Interstate Commerce 
Commission uses in reporting statistics of the railways or any other 
convenient units could be used. This division of territory would 
follow the precedents set in France, Germany, and Italy, 

(4) Compelling the railroads to give reasonably efficient service. 

(s) Allowing combination and consolidation of railroad properties 
where such action will lead to improved service or lower rates. 

(6) Allowing the railroads to charge rates ' for their services which will 
insure efficient and economical operation, aUow reasonable provi- 
sion for maintenance, depreciation, and obsolescence, and give a 
return to the security-holders sufficient to make possible the rais- 
ing of new capital. 

(7) Having Congress refer to the Interstate Commerce Commission 
for investigation and report legislation concerning service, rates, 
wages, and other matters affecting the net income of the railways. 

(8) Limiting the power to suspend rates without a hearing to a period 
not over sixty days, after which, unless otherwise ordered, advanced 
rates shall become effective. 

(9) Supervision by the Interstate Commerce Commission when effec- 
tively organized of the issue of new securities including amounts to 
be issued and the purposes for which the money is to be spent.* 

(10) Pubhcity of accounts. 

This general plan coiJd be modified as experience showed its 
defects. The adoption of some such plan would increase greatly 
the safety of railroad bonds. 



Commission or some other federal body the authority 
to supervise the issue of new securities, it is interest- 

' For confirmation by the United States Supreme Court of broad supervisory 
power of the Inlei^tate Commerce Commission over rates, see the so-cilled Inter- 
mountaio Rate Cases, decided June 11, ■gi4- (United States of America, Interstate 
Commerce Commissioo et al., v. Atchison, Topeka & Santa Fi Ky. Co. et al., 1^4 

U.S.47«- 

' SeeTwaity^ihlk AxnuiJ Eeptirt, Intentate Commerce Coimnis3ion,part i,p.65. 
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ing to note that such diverse interests as Mr. James J. Hill, on 
the one hand, and the National Association of Railway Commis- 
sioners, on the other, agree as to the wisdom of this.^ 

Regulation of rates — the only other point in this programme 
of regulation which we will discuss at the present time — is the 
crux of the whole "railroad question." In the regu- 
reasonabie and lation of ratcs the fundamental considerations are 
compensatory ^^ofold: (i) The rates must be just and reasonable; 
(2) they must not be so low as to be confiscatory. Neither the 
States nor Congress itself can force a railroad company to serve 
the public without Just compensation. What rates are reasonable 
and what rates give a fair return to the railroads are questions 
very difficult to decide.* 

The basis of rate-making in the United States, before authority 
was given to the Interstate Commerce Commission to change 
Bases oC rates, was to charge shippers all that the traffic would 

tite-making bear, in connection, of course, with whatever compe- 
tition a given railroad had to meet. Since the grant of authority 
to the Commission over rates, there has been more of a tendency 
than formerly to use the costnaf-service principle as a basis for 
rates. This is very largely the practice on the state-owned railways 
in Europe, Chargirig what the traffic will bear usually is best 
adapted to developing the country, but it is likely to lead to dis- 
criminations; ' charging on the basis of the cost of the service is 
likely to be too rigid to allow for the proper growth and develop- 
ment of the country. 

Very often not only what is a proper rate, but what is a possible 
rate has to be decided. In discussing the limits of high and low 
railroad rates, Mr. James J. Hill has called attention to the fol- 

• Biglrurays of Pragreis. p. 136. Report of the Commillec on Railway CBpit&li- 
»lion. Prixeedings of the Twetity-filth Annual Convention of the National Aaso- 
datloo of Railway Commissioners (Washington), pp. 211-13. 

' See CotwlUtiUon of tht United Stales, Amaidment v and Ammdinent Xiv, sec. i. 
Art February 4, 1887, Stat. L., chap. 104, sec. 1, p. 379- VS. Comf. Stals. jgij, see, 
8s6j.aDd the followini; of the many cases dealing with this question: Smytlie «. Ames, 
i6g US. 466; Lake Shore & Michigan Southern Railway Co. v. Smith, 173 U.S. 684; 
and Interstate Commerce Commisuon r. Brimson. 154 U.S. 447. 

' As Mr. Hill has remarked, railroad rates in a wheat (ountry must insure the 
profitable raising and sale o[ wheat, and in a lumber country they must favor the 
lumber bdustry. This b discrimination, but it is discrimination lor (he purpose of 
developing the country. (J. J. Hill, BigkiDays of Progress, pp. »j6-58.) 
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lowing principles: (r) That the railroad must obtain a rate which, 
in addition to the cost of taxes and a proper allow- ^ 

, . , Liimta 01 high 

ance for maintenance and other necessary charges, and low mws 

will pay interest on its bonds and fair dividends on 
its stock; (2) that the shipper must obtain a rate that will enable 
him to market bis products at a living profit; {3) that the ideal 
rate, if it can be ascertained, is one which will result in the greatest 
good for both parties — that is, one which will secure to the rail- 
road the greatest volume of business and the largest net return 
consistent with equal benefits to the producer and shipper.' 

The above principles may be described as the starting-points 
for rate-making. The determination, however, not only of what 
rates are practicable from the point of view of the 
common prosperity of the railroads and of the whole "tjon of tlw 
country, but also of what rates are reasonable and 
compensatory, leads us to the question of railroad valuadon. As 
is well known, there is now being undertaken, under the general 
supervision of the Interstate Commerce Commission, a compre- 
hensive valuation of all the railways in the United States.* This 
valuation is at present in charge of Mr. C. A. Prouty, formerly ot 
the Interstate Commerce Commission. 

In discussing the basis on which this valuation is to be made, 
Mr. Prouty has said that the following factors must be considered: 
Reproduction new; same, less depredation, dona- Factors to be 



als, or associations; original cost of all lands and valuation 
terminals and present value; all other elements of value and parts 
of value assignable to each State. He declares that the work will 
involve an accurate map and inventory of the property of every 
railroad engaged in interstate business as of June 30, 1914, to- 
gether with other maps and plans showing all subsequent addi- 
tions to the property. These inventories must be verified by the 
Commission with surveying parties going over every mile of road.* 



D Interstate Commerce Act. See 6]d 



» Bigkmys of Progress, pp. 354-35. 

' Amendmeot approved March i, 1913, I 
Coag., 3d Sess., chap, qj. 37 Stat. L. 701. 

' Speech of Mr. Prouty before Chamber of Commerce of the United Stales, Febru- 
ary II, igi4i as reported b the New York Times Annalist, February 16, :9i4i p. ig6. 
Mr. Prouty since has estimated the total cost of ascertAimcg the value of cjl the prop- 
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Mr. Prouty points out the difficulties of using this valuation as 

conclusive in making rates. " It is impossible," he says, " to shake 

a sinele railroad free from every other and fix its 

VduitioQ not , 1 , . , , . . , . 

conciuaive in Charges upon the basis of a fair return upon its fair 
""^ '"" value, as you would in case of a gas or water plant. 
The rate established for one, of necessity influences and frequently 
absolutely determines the rate of all." ' A rate calculated to give 
a return, for instance, of 6% on the value of a road advantageously 
situated and with a large business might mean a return of less 
than 6%, and sometimes very much less than 6%, on the value of 
other roads competing with it. 

In summing up the benefits to be derived from valuation of the 
railways, Mr. Prouty says, "It can be known with certainty 
» s . u whether the general level of rates is or is not too 

BencGu to be , ° ^^ 

derivMi (rom high. He contmues : " While this valuation will be of 
according to incidental benefit to the investor, while it is essential 
Mr. Prouty ^^ ^^ work of the rate-making tribunal, it seems to 
me that its greatest immediate value is political. The state of the 
public mind toward our railways is such that this infonnation b 
absolutely necessary." ' 

We ourselves are thorough believers in this valuation of the 
railways by federal authorities. While it will take undoubtedly 
many years and many millions of dollars to complete, 
viiuadon and while it will not be final, or perhaps even im- 

qutsuoD portant, in determining the rates to be charged by 

any given railroad, it will, in our opinion, do these three things: (i) 
It will make possible at least an approximation of the value of the 
property on which a fair return by the raihoads of the country 
as a whole should be earned; (2) it will clear up a great many 
misapprehensions and misunderstandings on the part of the public 
as to the fair value of railroad property compared with capitaliz- 
ation; {3) if government ownership ever becomes necessary, such 

erties of the carriers at somcthint; over $50,000,000, of which the railroads would 
^lend about $35,000,000 in preparing maps and other data. He has spokm of July, 
iqig, as the time when the valuation may be completed. (See Commrrcial iifnf Firuut- 
Cial Chronide, vol. 99, pp. isoS-og. and Boston News Bureau. November 4, IQ14, p. 6.) 

' Speech before Chambo' of Commerce of the Uoited StAtes, New York Tima 
Annalist. February 16, 1514, p. 1Q7. 

* Speech ol Mr. Ptouty, New York Timei Anmalist, Febru&ry t6, 1914, p. 197. 
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a valuation will, of course, be a necessary preliminaiy to purchase 
of the railroads by the Government, 

In this connection the valuations of raihoad property already 
made by certain of our States is interesting. We „ , . 

■' VI. Vaiuabona 

give here a table (on page 184) showmg value com- of railroad 
pared with capitalization of railroads in the States of ^m^iI^ " 
Michigan, Wbconsin, Minnesota, South Dakota, and ^^^^ 
Washington.' 

This table shows a capitalization in the States of Minnesota 
and Washington very much below the estimates for the cost of 
reproduction and considerably below the estimates of present 
value; in Michigan, Wisconsin, and South Dakota, it shows a 
capitalization somewhat above the estimated cost of reproduction 
and considerably above the estimated present value. 

We are of the opinion that a valuation of all the railways in the 
United States, if made on the basis of allowing for all proper 
elements of value, will prove an agreeable surprise to p^ ^ ^ 
security-holders and to the public. There will be un- ation likdy 
doubtedly some exceptions in cases where flagrant a^S^e" 
and unjustified overcapitalization has taken place. *"^"'* 
In the early days, of course, as special inducements for raising capi- 
tal to build the railways, liberal nominal issues of bonds and stocks 
were made compared with the amount of money received for the 
same. The increased value of raihoad property, however, together 
inmany cases with the drastic reorganizations of 1893 to 1898, have 
resulted either m bringing up present value or in reducing capital- 
ization so that the margin between the two is very much less than 
it was once. 

In addition to federal supervision and federal valuation of the 
railways, there are various reforms that perhaps can be put into 
practice with great advantage to the holders of rail- 
road securities. The following points have been sug- raiircad 
gested: (i) That executive officers actually should °°™' 
represent the great body of stockholders and not bankers or other 
parties that might have motives other than the general good of 
the raikoad; (2) that voting by proxy should be abolished in favor 
>t always made up on eiacUy the same basis, but they wiD 
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of personal voting or possibly of voting directly by mail; (3) that 
railroad directors should direct and should receive adequate com- 
pensation for satisfactory service; (4} that at least one represent- 
ative of the employees should be given a seat on the board of 
directors; (5) that meetings of boards of directors should be open 
to stockholders and to the public; (6) that minority stockholders 
should have a right, when they disagree with the decisions of 
the directors, to ask the courts to compel the corporation to pay 
the expenses of an appeal; (7) that railroad officials should be 
compelled to advertise for bids for all purchases;' (8) that railroad 
accoimting should be uniform, so that every one can see how any 
given property is being managed compared with any other; (9) 
that railroad accounting should be so clear as to make impossible 
expenditures of money for influencing legislation without the 
knowledge of the public' 

In discussing in this book the lines on which, in our opinion, 
exclusive federal regulation of the railways may be 
carried out and in discussing possible reforms in rail- Utioa imJ 
road management, we have in mind not so much the S^rS*-" 
establishment of the railways on a basis to give the J^u in'^betier 
best service to the country, — though from another "i"« to ifae 

J *^ country and m 

point of view this is of paramount importance, — as ereaier taieiy 
we have the prevention of the recurrence of the un- 
fortunate experiences of investors in raihoad securities in the past. 

We have discussed many of the general and special causes of 
railroad receiverships. We shall try now to give a brief outline 
of the way in which some of our important railroad Kailroad «- 
reorganizations have worked out both for the rail- orE«iuMtioQ» 
roads and for the old security-holders. 

In seven reorganizations between 1880 and 1889, — Atchison 
(two), East Tennessee, Erie, Reading (two), and Rock Island, — 
according to Mr. Stuart Daggett, the total amoimt of R«irganiz«- 
bonds was increased from $651,318,271 before reor- *\^^ 
ganization to $797,570,454 after reorganization. In 'nd 1853-98 
seven reorganizations from 1893 to 1898, — Atchison, Baltimore 

' See in this connection section 10 d[ the "Clayton Act," approved October ij, 
1914; 38 Stat. L., part i, chap. 3*3, pp. 730, 734- 

' See statement of Charles S. Mellen, as reported in the Boston American, Hay 31, 
1914; also BostoD Nat'S Bureau, June a, 1914, p. i. 
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& Ohio, Erie, Northern Pacific, Reading, Southern and Union 
Pacific, — the total amount of bonds was reduced from $924,978,- 
070 before reorganization to $882,574,531 after reorganization.' 
In the reorganizations before 1893, fixed charges were increased 
sUghtly from $43,276,372 to $43,449,306; whereas in the reor- 
ganizations of 1893 to 1898, fixed charges were reduced from 
$65,984,219 to $45,576,984, a reduction of over 30 per cent.* In 
the earlier period, rentals increased nearly 10 per cent; whereas 
in the later period, rentals decreased nearly 60 per cent.' 

The reorganizations of both periods resulted in an increase in 
total capitalization. Those before 1893 resulted in a substantial 
Gcnerat sum- increase in bonds, while the items of preferred and 
SfJMHotts'in common stock remained practically stationary; the 
itc two periods reorganizations of 1893 to 1898. on the other hand, 
resulted in a considerable decrease in the amount of bonds, a very 
large increase in preferred stock, and a substantial increase in 
common stock. In other words, the reorganizations before 1893 
were effected principally with securities the charge on which was 
obligatory, whereas those from 1893 to 1898 were effected to a 
large extent with securities the charge on which was optional.* 

In the reorganizations both of the earlier and of the later period, 

assessments were general. These assessments bore most heavily, 

of course, on the junior securities, particularly on the 

common stock. This was true to a less degree in the 

earlier period of reorganization than in the later. 

In general, it may be said that the earlier reorganizations, as 
was shown by the subsequent failures of many of the same roads, 
Euiier rcor- wcrc much Icss effective than were the later reorganiz- 
ISS^«tite ationa. In the earlier period security-holders were 
"*" ^'" """^ handled too tenderly, and the necessary reductions in 
fixed charges were not made and often the necessary amounts of 
new capital not raised. In most of the later reorganizations, fixed 
charges were reduced sufficiently and the necessary amounts of 
new capital raised. 

Perhaps it will be of interest to see how the holders of various 
securities fared in some of the reorganizations of 1893 to 1898; 



' Daggett, Raiiroad Rcorfanitatiim, p. 363. < II 

• Ibid., p, J70. • Dksgett, p. 373. 
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in other words, to find out what the various bondholders and 
stockholders received for their oid securities and ,„^ 

, ., . , 1 , . ■ what secunty- 

what contnbution they had to make toward new hoidctsre- 
capital. The accompanying tables on pages 188-191 reoteaniiations, 
show new securities issued in exchange for old secu- '^^~^ 
rities and assessments in these four reorganizations: Atchison, 
Topeka & Santa F6, according to plan dated March 14, 1895; 
Union Pacific, according to plan dated October 15, 1895; North- 
em Pacific, according tO' plan published March 16, 1896; Balti- 
more & Ohio, according to plan dated June 22, 1898. 

It is to be noted that in the Atchison reorganization, there was 
a liberal scaling-down of the principal of the debt by using to a 

considerable extent new preferred stock; that in the 

. . . ■ ■ , , , Summaiy of 

Umon Pacinc reorganization, the prmcipal of the old these reor- 

bonds was scaled down somewhat, but the chief ^"°^ °°* 
feature was a reduction in interest for the new bonds as well as 
a considerable use of preferred stock; that in the cases of the 
Northern Pacific and Baltimore & Ohio, the reorganizations were 
effected to a large extent through a reduction in interest for the 
new bonds as compared with the old, rather than through a reduc- 
tion in principal, and that in both cases preferred stock was used 
to a considerable extent. 

One thing more needs to be noted about these reorganizations. 
In the three cases where the roads were reorganized after sale at 
foreclosure, — namely, Atchison, Union Pacific, and po„(josure 
Northern Pacific, — the price obtained in each case p"*'^ *^ .. 
at foreclosure sale was very much less than the par bear dose rel»- 
value of the old debt; for instance, the property and to the value o( 
franchises of the Atchison, Topeka & Santa Fi RaU- "^ """^'^ 
road were sold at foreclosure for $60,000,000,' as against a prin- 
cipal of the old debt before reorganization of $233,595,248;* the 
old Union Pacific Railway main line and securities involved pay- 
ments of $85,677,224, as against total debt, including debt to the 
United States Government, October i, 1895, of $111,070,224;* the 

' Comr/iercial and Financial Chronide, vol. 61, p. 1063. 

' Ibid., vol. 60, p. 6s9. 

' Annual Reporl Commissioner of Railroads (Washington, iSg8), p. 91 Commercial 
and Financial CliranicU, vol. 61, p. 705; vol. 65, p. 870. Of the total debt of (he Union 
Fad5c as given, $53,0^9,511 lepiexated debt to the United States Government. 
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Northern Pacific Railroad and lands were boughtmforSiS.938,200,' 
as against total debt of the company, June 30, 1896, of $132,376,- 
500.' The purpose of these figures is to show that the foreclosure 
price bears no necessary relation to the debt or to the value of the 
property. In all such cases, the bids at foreclosure are made on 
the basis of what bid is necessary in order to get the property and be 
in a position to dictate the reorganization. Minority bondholders, 
however, or those who do not assent to the plan of reorganization, 
must take in satisfaction of their old claim a pro rata of the fore- 
closure price; that is, if properties are sold for $60,000,000, for 
instance, which have bonds outstanding of $120,000,000, the non- 
assenting bondholders receive only fifty cents on the dollar less 
expenses. On the other hand, if they go into the reorganization, 
they get the new securities as arranged for by the plan. 

In reorganizations the apportionment of new securities usually 
is on the basis of the degree of safety of the old securities, and also 
Facton Aeiti- Very largely on thebasisof what class of new security- 
^'ni^ent'S holders furnish the bulk of the new money necessary 
new itcuritJia (q pyj tjjg property into satisfactory condition. In 
other words, if interests representing the old common stock fur- 
nish most of the new money, the old common stock gets bet- 
ter treatment than it otherwise would. Just as the old common 
stockholders probably have suffered most through the difficul- 
ties of their road, so in a successful reorganization, if they pay 
their assessments, they are placed in a position to profit most.* 

As has been stated earlier in this chapter, many underlying 
issues of bonds have not been disturbed at all in reorganizations, 
Latatmufcet ^^'^ have received their interest right along. Even 
MfaKof Kniii- bonds that were disturbed received an assortment 
cauio re- of ncw Securities, which if held for a reasonable time 
ctganufttioiu attained a market value that satisfied and usually 
much more than satisfied the entire claim of the old bondholders. 
We give herewith on page 193 a table showing the market value 

> Commercial and Pinanciid Chronidt, vol. 63, p. 180, and Daggett, p. 308. 

' Intentate Commerce Commiaioo, Statistics oj RaHwoyt (Washington, iSg?), 
p. 336. 

* Vcfy often a luge part of the coounon stock of the new company gets into the 
bud* of bankets, who hold the stock until the road is at least on its feet. Sometimta 
banken oontrol the Teorgaoiied road through a voting trust for a coUin period. 
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in January, 1901, November, 1907, and January, 1912, of new 
securities received in exchange for some of the leading classes of 
old securities, according to the four reorganization plans we have 



MARKET VALUE OF NEW SECURITIES (LESS ASSESSMENTS) 
RECEIVED IN REORGANIZATION IN EXCHANGE FOR 
EACH $1000 LEADING OLD SECURITIES » 



(MsecutUia 



Atchison, Topeka £r Santa Fi Railroad, 

General mortgage 4% bonds 

Second mortgage, class A bonds 

Second mortgage, class B bonds 

Income bonds of 1889 

Capital stock , 

Union Pacific Railway. 

First mortgage 6% bonds. 

Sinking-fund 8% bonds 

Middle Division 6% bonds 

Denver Extension first mortgage 6% bonds. . 
Kansas Pacific consolidated &st mortgage 6% 

bonds , 

Capital stock , 

Northern Pacific Railroad, 

General first mortgage 6% bonds , 

General second mortgage 6% bonds , 

General third mortgage 6% bonds. 

Consolidated mortgage 5% bonds 

Collateral trust 6% notes 

Preferred stock 

Conmion stock 

Baltimore £r Ohio Railroad, 
Baltimore & Ohio consolidated mortgage of 

1B87 5% bonds , 

Baltimore & Ohio sterling loan of 1872 6% 

bonds 

Baltimore & Ohio sterling loan of 1874 6% 

bonds 

Baltimore & Ohio loan of 1885 5% bonds . . . , 

Philadelphia Division 4}% bonds 

Baltimore & Ohio Tenninal bonds of 1894 4}% 
Baltimore & Ohio Stock — first preferred . . . . 

second preferred . . 
common • 



January 
4, igoi 



$1109.14 
938.86 
982.18 
938.86 

43163 



1467.17 
1614.44 
1467.17 

1467.17 

1432.71 
755.88 



1413.68 
1667.77 
1266.45 
1004.75 
1217.92 
730-00 
656.25 



"99.39 
X127.7X 

Z229.ZZ 
"64.33 
1224.85 
1000.92 
1236.75 

"95.25 
786.50 



November 
1, 1907 



I968.25 
909.20 
951-20 
909.20 
720.25 



1321.67 
1491.25 
1321.67 
Z321.67 

1340.84 
1053.75 



1271.25 
1615.88 

1293-95 
1070.55 
z 141. 67 

932.50 
9Z5.00 



Z09Z.27 

Z026.90 

ZZZ6.90 

Z058.85 

Z082.92 

884.17 

977.50 

"57-50 

755.00 



January 
5, ipw 



$zzo8.88 
ZZ08.36 
1159-18 
z 108.36 

1059.13 



Z467.50 
Z675.63 
Z467.50 
Z467.50 

1515.75 
Z688.00 



1348.31 
Z683.52 

1323.58 
Z087.Z8 

z 198.75 

989.38 

Z028.75 



ZZ62.84 
1090.33 

"97-13 
ZZ30.25 

Z215.85 

980.00 

Z225.38 

1534.25 
ZOZ5.50 



> The prices for market vmhie are taken from the Commtreial and Financial Ckronide, vol. 7a, pp. 34, 
35» 36, 38, 39; voL 85, pp. iia6, zza8, X130, 1x31; voL 94* PP- SSt 57* 59. 60. 
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given. It can be seen from this table that old bondholders and 

even old stockholders ultimately had a chance to recoup at least 

a large part of their losses and sometimes came out much better 

than this. 

In spite of the difficulties under which our raihoads have been 

operated and all the troubles through which they have 

American rail- gone, raUway transportation in the United States has 

Srith those been, on the whole, remarkably efficient. The accom- 

""^ panying figures for railways in the United States 

compared with railways in Great Britain and Ireland, France, 

and Germany may be of interest. 



AMERICAN AND EUROPEAN RAILWAYS COMPARED 



C<m«l*y 


pa mile of 
line, igii * 


Milaojline 
/9l?t 


Average re- 
ceipt per pas- 
tenier per 
mile.igiit 

(catti) 


Average r»- 

ceiptiprrum 

per mile. 




$63,S3S 
147.787 


sn 

6-36 

S.68 


1-987. 
i.7Soi 

J.O70 
.901 


'744 
s.ooo'* 

1. 175 
1. 179 


United Kingdom 

France (1911) 





litm/tnityttnpiM(Uiadoo, . . . 

mCmmMh (Lmdaa, igu). pp. iBj.ioo 
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'InloiUte COimiKrct CommiBlaD. 4iihuI KipBrl nOiSuMi/ici tf RaOmayi in .... 

rWubinfloD. igu). P ]'■ Intenuu CoBUDCTCc CoramhaiD, Tacmn-fjlk Aimmal Bif^. (toUw»y Kt- 
Iknu; XMviM if On Caftlol. Tnfii. Kunffi. anJ Workms EtpnuUlma aT !*> Raihtaj Camfaaiai tj 
M> (/aiW KiniitmSit lit yMr lai* (LondoB, leu). pp. ivfi udn; &aia^ Aiand Sat OuPr^ititti 
MitMUrFarmifCaiiiUrtuC'''^^- ■"■■! ^ ■"■■ ■"- 

I iBUnMW CgnoMtee O.. 

lUtrnia ^ Hit Builai Kl<vicm.p. 

tbiint*tt'^iaKuetComi^KiBa.Slaliiliaa/Railaayi1iiilit Viiiiai Siala (t9t*l, v- f, SuHiUcal 
itakari Jtr Ikt FriKlfal mi OMv f orapi CamHria (1014), pp. jS;. wo. 

JAppKBtoiu. S«e Onai. C im nnniiit OamtnUt ^Sailiaayi. p. t«i. 

** ApnmiaiBW. Iddndw mllietSna md tkU^wr. Ruer. JbUway TVaruUrlifim. e. m>. Dnnn, p. wi, 
(Ira Ub mbc Gcun. Sh tte Ammal Sailmtfliifiam. Fmcb MiniRiy <i Public Wakl, ud 

Stain and Fanlm Ctame i a (i«ii), coBHCiUive no. Id (Wutimcloa D.C., igii). 

A glance at the figures in the above table shows that the 
railways of the United States have by far a smaller capitaliza- 
tion per mile of line than the railways of the United Kingdom, 
France, or Germany.' They receive, with the possible exception of 
the railways in Great Britain,* a larger average fare per passenger 

■ The cost lA constnictioD in denwly populated Europe is, of course, fax 
greater. 
I Actiutl tvenp puKSgcr aXa not known. 
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per mile. This is owing partly to the use of second-class and 
tbird-dass service to a great extent in Europe. For freight service, 
however, the railways of the United States receive a rate per ton 
per mile not much over one ttiird that received by the railways 
of Great Britain and Ireland and not quite two thirds that re- 
ceived by the railways of France and Germany. Furthermore, 
wages on the American railways have been substantially higher 
than anj-where in Europe.' 

In discussing various phases of the railroad situation, we have 
strayed, perhaps, somewhat from our special subject .„ 

■* "^ • , ^ ' Ail questions 

of railroad bonds. We believe, however, that all the discussed abovo 
questions discussed above have a more or less direct on safety of 
and important bearing on the safety of such bonds. ™'™"'' "^"^ 

In general, railroad bonds are dependent for their safety mainly 
on the relation of the total debt to the value of the Leading fHciora 
property and on the relation of net earnings to fixed "' '*''^'>' 
charges. 

The territory served by any given road, the density of the 
freight and passenger business, and the future growth of the ter- 
ritory, as well as the physical condition and operating 
efficiency of the road and its ability to withstand 
competition or proper regulation, all are highly important.^ 

A first-mortgage bond on a first-class road is, as a rule, the best 
kind of security obtainable. Such an issue is the Chicago, Burling- 
ton & Quincy Railroad (Illinois Division) 3^% and 
4% issue, due July i, 1949. These bonds are the strooK tail- 
obligation of a company which has never defaulted 
on principal or interest of any of its obligations, and which has 
paid good dividends through a long series of years, including 
some of the most serious depressions ever experienced in this coim- 
try. The bonds are part of what is now a closed first mortgage 
on the valuable terminal property of the company in the city of 
Chicago, on practically all the mileage in the State of Illinois, 
and on the line running from Chicago to St. Paul, Minnesota. 

' Raper, Railway Trans porlatioH, p. 190. 

' If the bonds are secured on a portion of the road, the question always should be 
considered as to whether this piece of road could be operated successfully as an inde- 
pendent property. 
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They are followed by $64,247,000 general mortgage 4% bonds 
and by $215,227,000 "joint" bonds issued against the stock of 
the company. Other especially strong mortgage issues are New 
York Central & Hudson River Railroad 3^%, 1997; Pennsylvania 
Railroad 4%, 1943 and 1948, and 4J%, i960; Lake Shore & Michi- 
gan Southern Railway 3§%, 1997; Chicago, Milwaukee & St. Paul 
Railway general mortgage 3i%, 4%, 4i%, 1989; Chicago Sa North- 
western Railway general mortgage 4% and 5%, 19S7; and Illinois 
Central main line 4%, 1951. Many other exceedingly well-secured 
issues could be given In a longer list. 

In the matter of the prices of railroad bonds, we find, in com- 
paring the prices of 1902, for instance, with those of 1912, a decline 
Prices oi io price or increase in net income similar to what we 

nilrowj bond* [j^yg found in the cases of state and municipal bonds. 
The accompanying table illustrates this point. 
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4.00 
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New York Central & Hudson River Railrosd, 3!%, i«7 









The lowest average prices of railroad bonds recorded during the 
past fifteen years occurred in the fall of 1907 and in the summer 
and early autumn of 1915. As showing the effect of the war, the 
average price of twelve issues of railroad bonds listed on the New 
York Stock Exchange showed a net decline between July, 1914, 
and July, 1915, from 90.9 to 87.7, or 3,2 points.' 

In closing this chapter on railroad bonds, we will say that the 
I Babrai's Dak Shed of Tobkt and CharU, July 19, 1915. 
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railroad industry in the United States is substantially equal in 

magnitude to all the manufacturing industries and is 

exceeded to any extent only by farming.' The mileage of railroad 

is over one third the total mileage of the world. The "" '"'''' 

industry has, as stated earlier in this chapter, over 1,800,000 

employees,* which, on the usual basis of figuring five in a family, 

involves the well-being of about 9,000,000 people. According to 

the figures of the Interstate Commerce Commission for the year 

ending June 30, 1913, the net capitalization of all the railroads in 

the United States is $15,330,131,446, and the gross capitalization 

$19,796,125,712.* 

On the whole, the service which the American railroads have 

given to the country has been not only efficient, but absolutely 

necessary for the development and even the existence , 

... , . , , Importance of 

01 the United States as one country. This service has service per- 

established free communication and made ■'■'" °™ ^ 



free interchange of commodities over a vast territory, '^ "" 
and has brought into being thickly populated communities which 
otherwise probably never would have come into existence. Fur- 
thermore, the railroads have performed this immense service on 
the basis of an exceedingly moderate capitalization compared with 
capitalization in other important civilized countries. They have 
paid higher wages to their employees and have given freight ser- 
vice at very much lower figures per ton per mile than Railroads 
the railroad systems of Europe. ^^°^\^ ua^ 

This great industry certainly is entitled to receive "^'JJu°J'(' 
rates which will make possible efficient service in the rates which 
present and future growth to correspond with the good service 
growth of the country. It should be subject, in our rettrn'^' 
opinion, to federal regulation in such a way as to '°''"'°" 
safeguard the interests of the public and of investors. In the 
broadest sense, the general prosperity of the country and of the 
railroad industry are essential to the safety of railroad bonds, 

1 See Bureau o( Railway Economics, Bulletin no. 39, Comparisim of Capital Valves 
— Agriculture, Manufacturts, and the Railways (Washington, iQii), p. 14. 

• Interstate Commerce Commission, Tventy-^txth Annual Report, Slaiislia of 
KMlways in the UniUd Slates (Washington, 1914), p. 33. 

' Ibid., pp. zS and 30. 



CHAPTER VI 

PUBLIC-SERVICE CORPORATION BONDS 

If we exclude steam-railroad bonds, which we have discussed in 
Principal the prcvious chapter, public-service corporation bonds 

o^^'i'^ rosy be issued by the following principal classes of 
ponnkm bonds corporatjons: — 

(i) Electric railways, 

(3) Gas companies. 

(3) Electric light and power companies. 

(4) Telephone companies.' 

We will use the term "public-service corporation bonds" in the 
rest of this chapter as referring only to the above classes of bonds. 

The above classes may be subdivided; for instance, there are 
dty street railways and interurban railways; there are gas com- 
^tg . panies which do principally a lighting business and 
(orporatioti! companies which furnish gas principally for heating 
^^kiadaoT or cooking; there are electric light and power com- 
"""*" panies which develop their power principally from 

steam and others which develop their power principally from 
water power; and there are electric light and power companies 
whose principal business is that of furnishing light and others 
whose principal business is furnishing power to industries. There 
are often, moreover, corporations which do both a street-railway 
and an electric light and power business, or a gas business and an 
pricci of (omc electric light and power business, or all three com- 

liadinc pubUc- UJnpJ 1 
Kryice rorpo- Omca. 

ntioD boodi yig. ^yg below prices on an income ba^ of certain 

* Teui ago UuR were a good numy private water cotnpBnics serving local com- 
■umities, but most ol these bave since been taken over by munidpalitiei for munldpal 
ownenhip and operatkn. 

* Of recent years, there has been a large developmoit of the holding company at a 
vddde for cantroUing public^sen-Jce cotporatioos, often of various kinds and nme- 
tiUM kxUcd in different States. (See The North American Company, Public Service 
Oxpaniloa of New Jersey, The United Gas Improvement Company.) 
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well-known public-service corporation bonds in April to July, 
1914:^ 

Laclede Gas Light (St Louis) first-mortgage 5% 1919 . .4.66% 

New York Telephone 4^% 1939 4.68% 

Detroit Edison first-mortgage 5% 1933 4-77% 

Cleveland Railway 5% 1931 4.83% 

Commonwealth Edison (Chicago) 5% 1943 4.86% 

Seattle Electric 5% 1930 ' 4.87% 

Union Electric Light and Power (St. Louis) 5% 1932 . . .4.88% 

Southern Power 5% 1930 4-95% 

Boston Elevated Railway 5% 1942 S.00% 

American Telephone & Tel^raph 4% 1929 S.00% 

Interborough Rapid Transit (New York) 5% 1966 5.08% 

These are fairly representative of the best grade of public- 
service corporation bonds. 

A brief sketch of the origin and development of the business 
now done by public-service corporations may be of interest. The 
earliest developments in this field were in gas-lighting, origin and 
In 1792, one William Murdock lighted with gas his pSbKoSS^^ 
house and oflSce in Cornwall, England. In 1813, gas business— gas 
was used to light Westminster Bridge; and in 1816, it became 
common in London. The first city in the United States to install a 
system of gas-lighting was Baltimore, in 181 7. Since that time the 
growth of the gas business has been iminterrupted.* We give on 
page 200 a table showing quantity of gas made, capital, and niun- 
ber of employees for the gas business in the United States at periods 
from 1859 to 1909 inclusive. These figures show a steady growth 
of the gas business in the United States^ 

The first street railway in the Unitea States/ was built in New 
York City on Fourth Avenue from Prince Street to Harlem in 
1832. Between that date and 1873, horse railroads street and 
were introduced into all the large American dties. electric railways 
After 1 88 1, electrical construction and operation was used to a 

^ Prices from dealers' offerings April to July, 1914, and from the Boston, New York, 
and Chicago Stock Exchanges as reported in the Commercial and Financial Ckronide, 
July 4, 1914, pp. 32-39. 

' For above material see Encyclopctdia BriUmnica (nth ed., Cambridge, England, 
1910), vol. XI, p. 483; Chambers's Encyclopadia (London, Edinburgh, and Philadel- 
phia, 1893), vol. 5, p. 103; Encydopcsdia Americana (New York, 1904-05), vol. 7, 
''Gas Illumination, History of." 
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GAS COMPANIES* 
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considerable extent, and at the close of 1888 there were nearly 
one hundred and fifty miles of electric line in ofwration ' The fol- 
lowing table shows the miles of line operated, cost oi construc- 
tion and equipment, and number of employees for street and 
electric railways in the United States at periods from 1890 to 191a 
inclusive. This table shows a rapid growth until 1907 and a mod- 
erate growth after that date.) 

STREET AND ELECTRIC RAILWAYS* 



Otto 


UiUsoflme 
opfT<Uat 


CesI irf constmclion 


Numbrr <i 
empioyca 




.Si 

aS-S47 
30437 


»389.3S7,l89 

3.167,634,077 
3,637,668,708 
4,596,563-291 


140.769 
181,461 











• De|iut»Rit of Cunnnacc. Bonn oI [be Cmoa. ButlAio tu, Ctmal ElMrii Utl" «< f"^ 

The first really successful:' electric arc lamp was patented in 
1857; and in 185S, a lamp designed by Duboscq was us«l to show 
Electric light clectric Ught at sea from the South Foreland Li^t- 
•Bdpowa house in England. From 1878 to 1879, electric arc 
lamps were used widely for lighting large rooms, streets, and ^aoea 

' Encydopadia Americana, vol 14, "Strtet Riilwiy Construction"; Ckambrt't 
E»tydofadia, voL 4, p. 283. 
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out of doors. In 1879, E^dison invented the first successful incan- 
descent lamp; and from that time the growth of the incandescent 
electric-lighting industry has been rapid.* The accompanying table 
shows total horse power, cost of construction and equipment, and 
nimiber of employees for central electric stations in 1902, 1907, and 
191 2, and the same data for hydro-electric stations and for central 
electric stations and hydro-electric stations combined in 191 2. V 

ELECTRIC LIGHT AND POWER 



Date 


Total horse power 


Cost of construction 
and equipment 


Number of employees 


Central electric sta- 
turns* 

1002 


1,845,048 
4,098,188 

7,528,6481 

• 

3,179,244 
10,707,892 


$504,740,352 
$1,096,913,622 
$2,175,678,2661 

$922,954,341 
$3,098,632,607 


30,326 
47,632 
79,335 
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^y**/ • •••••••• 

I0I2 


Hydrthdectric stO" 
turns ^ (Reporting 
water - power of 
1000 horse power 
ortnore) 

I0I2 


*y*** ........ 

Total central dectric 
stations and hydro- 
dectric stations 
1012 


o6«4oc 


*y** 


y^rtyj 



* Bureau of the Ccdbos, Bulletin 124, Cmtral Electric Light and Fewer StatioHSt etc., pp. 14 and 15. 
t Ibid.t p. ax. 

These tables show the importance and rapid growth of the 
electric industry. 

Professor Alexander Graham Bell, on^ebruary 14, 1876, filed 
in the Patent Office specifications and drawings of the original 
Bell telephone. The first important test of the new 
invention was in a conversation carried on, October 
9, 1876, by Professor Bell and Thomas A. Watson over a tele- 
graph line between Boston, Massachusetts, and Cambridge, 
Massachusetts.^ The table on page 202 shows nimiber of stations 

^ Chambers's EncydopcBdia, vol. 4, pp. 281-82; Encyclopedia Americana, vd. 6, 
"Electric Lighting." 

* Chambers's Encydoptedia, voL 10, p. zzo; Herbert N. Casson, The History of the 
Tdephone (Chicago, 1910), p. 49 and plate. 
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TELEPHONE BUSINESS* 
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* DejaitmcDt of C 
t Pulldfirma- 

or telephones, total capitalization outstanding, and number of 
employees for the telephone business at periods from 1880 to 1912 
inclusive. These figures show a growth almost unbelievable.) It is 
now possible to talk over the telephone from New York City to 
San Francisco. 

The business of public-service corporations, with the possible 

exception of that of interurban railways and of that 

simiiiriiy in portion of the electric light and power business which 

*"" may be called industrial power bu^ess, is similar in 

three leading respects: — 

(i) In being based on a franchise or privilege of some sort. 

(i) In being, as a rule, monopolistic. 

(3) In being affected to a comparatively sUght extent as to earn- 
ings by general businesss expansion or depression. 

Some of these conditions are inherent in the nature of public- 
service business and some are the result of comparatively recent 
developments. 

In attempting to judge the safety of any given issue of public- 
service corporation bonds, one of the first considerations is the aze 
and character of the community served. The cities 



V 



tM^TuSL'*^ being equal, for the development of street-railway or 

retail gas and electric business. In the same way, 

those of our States having a large population, like Massachusetts, 

New York, Ohio, and Illinois, furnish the best field for the great 
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Bell telephone concerns. The character of the population, the ex- 
tent and diversity of their interests, and their attitude toward 
public-service corporations, also are important. 

Another leading consideration governing the safety of public- 
service corporation bonds, and perhaps the most important con- 
sideration of all, as in the case of steam railroads, is ^ . ^ ^ ^ 

, , . , ' * , , Ratio of debt 

the relation of debt to property or assets. In Massa- to assets u 
chusetts, the ratio of debt to property on gas and "^p^'**^ 
electric light companies is not over fifty per cent,^ that is, for every 
issue of bonds there must be paid in at least an equal amoimt of 
capital stock including premiimis.' Street railways in Massachu- 
setts have the right to issue bonds to an amoimt twenty per cent in 
excess of the amoimt of paid-in capital stock.' Outside of Massa- 
chusetts, it is more common to find public-service corporations 
having a debt from seventy-five to ninety per cent of the property 
or asset value. 

Many considerations may modify the safety or lack of safety of 
a debt representing a large proportion of the property value; for 
instance, control of the business in a valuable terri- Ywcton modi- 
tory on the basis of giving good service at low rates, ft^n« impor- 

1 X • -A- J • 'n J* ri- • tance of ratio 

large net earning capaaty, diversification of busmess, between debt 
strong franchise situation, or particularly eJOident "^J=*"^p**^ 
management. 

As stated above, almost all public-service corporations, using 
the term as we have defined it in this chapter, are monopolistic in 
their character. There is, as a rule, only one street 
railway, one gas company, or one electric light and se^of a>r-^ 
power company in a given city or community. In S?^°Svea 
earlier days, when such enterprises were in their in- ^^^J^^ "* 
fancy and when the relation of street railways, gas 
companies, and electric light and power companies to the public 
had hardly been thought out, even in its broadest lines, there 
were of ten two or more corporations attempting to perform the 
same or similar service in one community. This state of affairs 
was paid for, as it always is, either by the community in poorer 

^ In some cases, as in that of the Edison Electric Illuminating Company of Boston, 
the debt compared with the property value is so small as to be unimportant. 
' Acts jgj4, chap. 742, sees. 3S-40. ' Ihid., chap. 671. 
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service or higher prices or else by security-holders in losses on 
their investment. Gradually consolidations took place until in 
most communities there was only one corporation attempting to 
perform the same or similar service. 

As soon as it became clear to the public that duplication of 
facilities was not only unnecessary, but involved an absolute loss 
to the community or to security-holders, States and 
of*m^pSy municipalities, in giving public-service corporations 
^w'rnitric- ^^ right to do busJness, imposed conditions of a some- 
Uooaon privste what different and of a much more stringent character 
than before. For if corporations furnishing street- 
railway service, gas, electric light and power, or telephone service 
— essential to the every-day life of the community — were to 
have a monopoly of the business, they should be compelled to give 
satisfactory service at reasonable rates. 

Publicly granted rights to operate public utilities usually are 
called franchises. All franchises come from the State, although the 
legislature may and often does delegate to municipal 
authorities the right to take final action in the pro- 
cedure resulting in the creation of a franchise.' Indiana and Cali- 
fornia may be mentioned as examples of States where the power to 
grant franchises is exercised indirectly through the act of munici- 
palities to which the State has delegated its power.' Franchises 
give public-service corporations the right to operate street-railway 
lines, gas, electric light, or telephone properties, as the case may be, 
and the right to use the streets, erect poles and wires, and do other 
things necessary to carry on the business of the corporation. Fran- 
chises generally have been held to be in the nature of contracts.* 
Franchises in earlier daj's sometimes contained burdensome 
restrictions, such as compelling corporations to pave 
an unusual distance outside the tracks, place an 
unreasonable portion of their wires in undergroimd 

> SkutCBti^lM W. W. ConpAoy v. Skuiesteles, i6i N.V. 154, 165. per Puker, 
Ch. J.; S5 N.E. 561; 46 L.Rj\. 687; (on appeal) 184 U.S. 354- 

• i4t*J/i>ajtIndian«). p. jSj, asBmcndcdby^^rtj igtl.p. i6t (buna's Anrmt. lad. 
Slab. liQuI, vol. 4, nx- 8930)^ CanstUiaion of California, an. xi. sec. 19. 

• Minneapolis ». Minneapolis St. R. Co., iij U.S. 417; S4 I- Ed. ijo; Chicago 
Municipal Gas LiRht. etc.. Co. t. Lake, 130 lU. 47; zi N.E. 6i(5. For collecUon oi 
■utborities, see Public UiilUics, by O. L. Pond (iDdionapolis, igij), sec 
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conduits, or charge a rate incompatible with a fair return to secur- 
ity-holders. 

Many franchises, and until recently most franchises, have been 
granted for a definite term of years, nmning usually from twenty 
to fifty years. Some franchises have been considered Length of 
by the corporations and some held even by the courts fr^c^^^^ea 
as perpetual.* 

Street-railway franchises and possibly gas and electric Ught 
franchises in Massachusetts ^ are revocable licenses. Revocable 
or simply rights to operate during good behavior. iJSd^^iate 
In Wisconsin,' all franchises, and in Indiana,* many p«™"^ 
franchises are what may be called indeterminate permits. 

In most States, a corporation must obtain the consent of the 
local authorities to the location of tracks, conduits, consent of local 
poles and wires, and other portions of its plant which j^^Jutiwi^of 
may interfere with the public use of the streets. property 

In the slow improvement of the franchise situation which has 
been going on for many years, irregularities and mismanagement 
of those in control of public-service corporations, just Di^cuitigg q£ 
as in the case of steam railroads, combined with a lack arriving at a 
of clear or of any ideas on the part of the public as to franchise 
the principles involved, have led to many difficulties ^^^^^^ 
in bringing about even a reasonable workmg solution of this impor- 
tant problem. 

In the opinion of the most enlightened public-service corporation 

^ See Louisville v. Cumberland Valley Telephone Co., 224 U.S. 649 (holding the 
franchise of the Ohio Valley Telephone Company in the dty of Louisville to be per- 
petual); per Lamar, J., at 664. "The earlier cases are reviewed in Detroit St. R.R. v. 
Detroit, 64 Fed. Rep. 628, 634, which was dted with approval in Detroit v. Detroit St. 
R.R., 184 U.S. 368, 395, this court there saying that 'Where the grant to a corporation 
of a franchise to construct and operate its road is not, by its terms, limited and 
revocable, the grant is in fee.'" 

' As to revocation of street-railway locations, see Acts igod^ chap. 463, part 3, sec 
66; Acts igoQt chap. 417, sec. 6; Medford & Charlestown St. R.R. Co. 9. SomerWlle & 
Middlesex R.R. Co., in Mass. 232. As to gas and electric light locations, see Boston 
Electric Light Co. 9. Boston Terminal Co., 184 Mass. 566; Natick Gas Light Co. v, 
Natick, 175 Mass. 246-52. 

• Laws 1907, chap. 499, as amended; see Wis. Stats, igii, chap. 87, sec 1797M-74; 
Laws igijt chap. 610. 

* The Indiana law leaves the acceptance of an indeterminate permit optional with 
the utility and fixes a limited period within which to make the change. (Laws of 
Indiana, igij, chap. 76, sec xox.) 
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managers to-day, as well as in the opinion of publicists, the best 

Beat sort o( sort of franchise is one that is fair and reasonable 

frinchiK ijQ^i, tQ (hg community served and to the corporation. 

As exceedingly interesting franchise arrangements of a more 

or less special character and yet embodv'ing the 

iDteresCing ..,,,.,,., , . , 

franchise prmaplcof fair dealing between the commuraty served 

*""'^™'"' and the corporation, we wish to call attention to the 

following: 

(i) The Boston Sliding Scale Act,' which established for a ten-year 
period from June 30, 1906, the relations in certain respects between 
the Boston Consolidated Gas Company and the community 
served. This act, passed after a valuation of the properties under 
the direction of the Massachusetts Gas and Electric Light Com- 
missioners, provided for a standard price for gas of ninety cents 
per one thousand cubic feet and a standard rate of dividends on 
the capital stock of 7% per annum. It provided further, that for 
every one-cent reduction in the price of gas below the standard 
price, the company might increase its dividend one-fifth of i%* 

(a) Franchises of the Chicago City Railway Company and the 
Chicago Railways Company granted by an ordinance ' passed 
February 4, IQ07, and approved at popular election April 2, 1907. 
These franchises fixed valuations for municipal purchase and pro- 
vided for a distribution in cash of the surplus earnings on a five- 
cent fare basis between the city of Chicago and the companies. 

(3) Franchise of the Cleveland Railway Company granted by an 
ordinance * passed by the City Council and approved by the 
Mayor, December 18, 1909, and ratified by the voters of the dty 

' Acts igo6, chap. 4IJ. 

* Tbe Boston Sliding Scale Act has been [ollowed by genrral leKuUtkn embodying 
tubstantinlly the same principles in the following States: New York, Pennsylvaiuft, 
Maryland. Ohio, Wisconsin, Missouri, Idaho, Arizona, and Californift. New Yocfc: 
Ltmis tgto, chap. 4S0. sec. 65(4); Birdse3re, etc.. Com. Lates, vol. S, p. iioo, chap. 48, 
fee. 65(4). i° eticct June 14, 1910; Peonsylvama: Lami igij, no. 854, art- 3, tee. i(d), 
in effect January i, 1914; Maryland: Lmes tglo, chap. iSo, sec. 31J, p. 375, in effect 
April 5. ig:o; Ohio: Lates igii, p. 554, House Bill no. 315, sec. ig, in effect June 30, 
1911; Wiscondn: Loan, i^;r,diap. 409, in effect July 11, 1907; WUcotuin Slats. 
(1911). sec. i797M-t7; Missouri: Loan 1913, p. 603, Senate Bill no. i, sec. 68(4), 
in effect .^pril 15, 1913; Idaho: Sessien Loibs 191 3, chap. 6 1, ate. 10. in effect M*y 7, 
igij; Arizona; Laws /p/^.chap. 90, sec 11, Rev. Slats, igij, sec 1197; Califaniik: 
Stats, tgit. Eitre. Session, chap. 14, sees. 10-Ji, in effect March 13, 1911. 

' Cimnci! Procttdints (Chicago, III., 1906-07), pp. 3944-90. 

■ Ordinance no. tfiijSA, entitled "An ordiniuce granting renewal of the stieet- 
rulway grants of the Cleveland Railway Company," as amended by Ordinance no. 
J0S90B, passed July 10, tgii. 
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at a referendum election, February 17, 1910. This franchise^ 
granted after a valuation of the company's property made by a 
court, provided for municipal purchase under certain conditions 
and for a fare which would take care of operating expenses and 
maintenance, interest on the debt, and 6% on the valuation as 
represented by the capital stock. 
(4) Agreement ^ between the City of New York and the Interborough 
Rapid Transit Company for building the new subways. This 
agreement provided that the new subways should be owned by 
the City of New York, and operated by the company, that part of 
the cost of construction should be paid by the city and part by 
the Interborough Rapid Transit Company; and that the company 
should have a first claim on the earnings to an amount sufficient to 
insure a satisfactory return on its investment. 

All these franchise arrangements show an adaptation of soimd 
general principles to peculiar local conditions.^ 

The franchises granted in Chicago and in Cleveland were the 
result of independent negotiations between the cities and the com- 
panies. They were made effective before even the interborough 
existence of any public-service conmiissions having ^*^^^°^* 
jurisdiction. The Interborough Rapid Transit agree- made effective 

. i<iii«ii 1 e onJy through 

ment, on the other hand, while the result of nego- Puhiic-Service 
tiations between the City of New York and the ^"^"^^"^ 
company, was made effective only through the approval of the 
Public-Service Conmiission, First District, State of New York. 
These facts suggest how recent is the idea of control of local public- 
service corporations by state commissions. 

To-day, however, not only the franchise question in its narrow- 
est sense, but the whole question of the relation of public-service 
corporations to the conmiunities which they serve centers around 
regulation by state conmiissions. This is of the greatest impor- 

* Gty of New York, by the Public-Service Commission, First District, with Inter- 
borough Rapid Transit Company, Contract no. 3, dated March 19, 1913; the Dty of 
New York, by the Public-Service Commission, First District, with Interborough 
Rapid Transit Company, lessee and grantee, supplementary agreement dated March 
19, 19 13; Public-Service Commission, First District, to Interborough Rapid Transit 
Company, certificate dated March 19, 1913; Public-Service Commission, First Dis- 
trict, with Manhattan Railway Company, certificate dated March 19, 1913. 

* For an interesting, but not, as it seems to us, entirely soimd, franchise settlement, 
see new franchise ordinance of the Kansas Gty Railway & Light Company. This pro- 
vides among other things that the dty shall have five representatives on Uie Board ci 
Directors. (Commercial and Financial Ckromde^ voL 99, p. 196.) 
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tance to investors. The regulation of public-service "corporations 
Mg^iagf by state commissions affects the safety of public- 
l"**""^** service corporation bonds fundamentally. While this 
i MM ii ih i r^ulation may not always be exercised wisely, it 
cMun wouad substitutes for the more or less capricious action of 
Slttffl^ private bankers in investigation and supervision the 
"*■*"" action of state commissions raised above private and 

local considerations. For this reason, together with the (act that 
the subject is comparatively new, we will discuss state regulation 
of public utilities at considerable length. 

AmoQg the earliest commissions approaching at all the character 
of the modem slate pubhc-service commissions were the New 
Etriy awn- Hampshire Board of Railroad Commissioners estab- 
''"™'*°* lished in 1844,' the Massachusetts Board of Railroad 

Commissioners established in 1S69," and the Massachusetts Gas 
Commission established in 1885.' Some of the early commissions, 
such as the Massachusetts Board of Railroad Commissioners, had 
no power to enforce their recommendations, except the power of 
pubhc opinion; whereas, others, like the Massachusetts Gas Com- 
mission, could, after a hearing, order changes in the quality and 
price of service and decide appeals as to the entrance of new com- 
panies into a field already served. Most of the early coramissions 
had jurisdiction over steam railroads only. 

The establishment on a large scale of modem public-service 
commissions ha\Tng jurisdiction usually over all public utilities 

dates from 1Q07. New York State by an act approved 

Modempublic- ^ 1 ,■ 1 1 1 - . . 

iiavici! com- June 6, 1907,* established two pubhc-servnce commis- 
sions; one for the counties of New York, Kings, 
Queens, and Richmond, and the other for the rest of the State. 
Wisconsin, by an act approved July 9, 1907,' gave to the Railroad 
Commission full jurisdiction over all public utilities. To-day 
every State in the Udioo, except Delaware, Wyoming, and Utah, 
has state railroad or public-service commis^ons of one kind or 
another; and Massachusetts, New York, and South Carolina have 
eacb two distinct commissions. 



^ 



Lam 184^-47, dia-p. tiS. 
Adi tSSs, diap. 314, p. 769. 
Lamt igoj, cb^. 499. 



■ Aeit iS6g, chap. 40S. 
* Lam tgoj, chap. 419. 
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We give herewith on pages 210-12 a list of present state com- 
missions, with the date of their establishment, which Pr^cnt sute 
have jurisdiction over street-railway, gas, electric ^^'?'''?* 

light and power, or telephone properties. This list of diction over 

, ,. . . . , , , alreet- rail way, 

public-service commissions shows how recent has gas, eieciHc 

been the estabUshment on any wide scale of state or telephone'*'' 

com m issions for the regulation of local public utili- ™f'^f""''"''' 

^gS_ Esc&blishmctit 

The leading principles of regulation followed by these commis- 
KOns with many variations as to details are as follows: — 
(i) To control competition in the interests of the ^^ .. 

public served and of security -holders. cipics of sute 

(3) To msist on adequate and satisfactory ser- pubiic-aervico 

yj(,g corporations 

(3) To maintain rates that are just and reasonable as based on 
the value and cost of the service including a fair return on a fair 
value of the property devoted to public use. 

(4) To supervise the issue of securities and the keeping of 
accounts. 

Around these general principles has been built the modem elab- 
orate and complicated system of state regulation of public utilities. 

Owing to the great number of state commissions and to the fact 
that most of these have been established, as stated above, only 
recently, the wortting-out of these principles of public prind™i 
regulation can be seen best perhaps by discussing the sources of 
state laws and some of the most recent leading deci- io discussing 
sions and reports of the Board of Gas and Electric """ "^ ^"'^ 
Light Commissioners in Massachusetts; of the two Public-Service 
Commissions in New York State; of the Wisconsin Railroad Com- 
mission; and of the California Railroad Commission, together 
with a few decisions of special interest from other States. 

The question of the control of competition has Rj^_nition 
come, in most cases, to mean the recognition of mo- of monopoly 

_, . . - 1.1- pnnciple aad 

nopoly.' Recogmtion of monopoly is often a ques- certificaia 
tion of granting rights to operate. In a great many m^venience 
States, nowadays, including Massachusetts, New '"^ necessity 

* This does not. of course, preclude competition from sources not under public cod- 
trol or only partially under public omtrol — as witness the "jitneys.". 
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PRESENT STATE COMMISSIONS HAVING JURISDICTION OVER 
ELECTRIC RAILWAY, GAS, ELECTRIC UGHT AND POWER, 
AND TELEPHONE COMPANIES 



Calilonik' 



Uuylu>d» 



ol AUbuu 
ArUani CaiponUnB 



Public UtmUa Cam 
PubUe, UiUItis Com- 



Flotida 
orG*«iri» 



Public, f^itki Com 

Rulmd ComnijiikKi 

of Loaiiku 
Public, UtiUlia C«o 

Public Service Com 



mi9*k>Ii 



Dtle tj law csUMithhit 

Appeared AprD ij. ID07 
ApfJrored Uiy iS, 191 a 



AppnoTcd AptQ 19, igt; 
Approrrd Jolr it, Iglt 
ApfiTDTal Hir 16. Igl t 

Apfinrved ADgoit 13, ig 
AtiDTOved Huch ij. ig. 

Appnmd Jane 3a, igis 
Aptnmd Mtreb 4, igt, 
Appnrtd March I4. tv 

Apfnmd Hueb i f . 10 

trtd Hurb ig, tgi3 
CaaMltuIiaB fai effect 



Ekcuic nUnin ud tde- 



AU public -fcrvkc c 
All pub]ic4emcc c 



All, pablic-MTvkx c 
All publk-Mfvict c 



Tdcpbanc conpuiici 
All pnblic-acnke c 
AH pablk-wnria c 



Amponia, Iciecnph conpeDic*. eitpmi cofDnaiea. _.^ 
aeom publk-4ervEee enierpciM* not dnlt wiib io ihit di 

■ Alabama Ctdt CiM (1907). clup. ije. ■eo. jSji. jiSu, sd]T, 564T-W. ead. ia tenenl, wo. sS)»' 

' L&wr rt>r/. chap, 00: Xfi- 5talj. ^ Arivma (igii>, tea. »7T->j6a. ^ 

• CHUiMiM^CiVorxMOSTo, uuDMdHl), ut. xn.tta. (o-ia: Lnj ipi 1 (FhU Ennoidiiiuv 
SMrioa), cbtps. t4-wl Bce Ileimiii(iCDKraJLnH4/'CaWnnM(ieu),cbip. «)g.p. tsjli'^lau. iSr$-70, 

• Znn iprj, dwp. tti. S« das Stuitm Lam lUt, p. aai. 

• AMlc^diiBii.chm. i>8. 

• £«■( IPO. dap. AiU, M. At. tad torn 1911, chip. £187, no. 6S, « uii a i B ii eJ bjr £m iprj; ckap. 

■ iain Ip97, BO. H3. p- 1*''C'it, Ipll, MCI. j6i5-»o. 

• 54j>uit low rpi J, cfaap. 61 ; ftppnrved U^rch ij, igij. b effKt Hty T. i^3- 

■• AcU ii>ij. ^ap. r6:*(ipi«ml Murh 4. igij.lii effect Kts i. igu- 
11 Lhh rajf. ch«p, 13S; ippnived Mardi x^, agii; ifleffnt May 1), igii- 

p. wi appRKid March i|, igii; Xdi lari. chui. 143^ appcond Maui ip, I<>1. 

rta-aSJ-aki beSect May ti, iSgS. (W<^t (faiuMMisa Md jtoilri £««l,<r«t.l, 

J poociL Atli igal, do. igg. 

ip. tap; ii effect, October II, ipi4. 

" rtrr tjrr.lrtir iflnfaintli^ tif fi»i iiiii. rtap jfij 
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JOTISDICTION OF STATE COMMISSIONS [cMinuci) 1 


SlaU 




DaU ef lami cHMiiliKt 


J-IU^ 




Board o( Gaa and Elec 
trie Lighl Comma- 


•'iBS.^Ite-,"" 


Ga« and electric compiniee 




Publk&!fvkc Cora- 


Ineflertjuneij, 191J 


Street taDweys and tele- 






IJune IS, iSe,l 


phone coDipinia 


Mfchtaui" 


Michigan Railroad 


Approved June j, 1909 


Electric power 4ud>elepboD> 














™ufclSi>.a'Ji™' 


Mluinippio 




}s=ss"s^'.'a' 








electric raUwaj^ 


Uiannri» 


Public Service Com- 




All public-KTvice coipon- 




Diisioii of Xbc Euti 
















Public ^^a Catn- 
miasion of Monl^ 






Nebcatka" 


Nebnd^ State Rail- 




St^?" (ail«ay> aod Ufe- 




way Commiaioo 


""iSdMiiir*'"""^ 


pboBecompanlei 


Neouk" 


Slate Railroad Con 




ElMiric railway, and tele- 




mi»ioD ■■Public 


aod March 33. .01 1 ' 






Sc™ CoDimij- 




SLlricliEbt'^nd po'SS 


NewHaapahtre" 


PuX Service Corn- 


tneSectUayij, igii 


Al™public«rvice corpora,- 










N«.Jeney« 


Board of Public Utilily 




AU public-KTvice corpora- 

tioQJ 






Conilitul ioa adopted 


Electric nilwsyi, power, and 










New York ■■ 


Public Service Cora- 




All pubUc-service coipoi* 




miuioni 




tioM 




Fint Dbtiict 




CouDtia ol New Vorli. 
King.. QiuMU, aod Ridi- 




Second Dbliict 




B.lance nf Stale 


North Carolina" 


Corponiibn Cote- 


March 14. 1901; March 


Street nawayi aod tele- 






11. ige;; March 11, 1913 


eh^lric. light and power 


North DatotaW 


Board of Railfoad 


Approved Marcb B, iSg?, 


Telephone companiM 






and March 3. t«i I 




Ohio" 


Public Ulilitie. Com- 
miuioo of Obio 


•Kl,",?,,'!"" 


AU, public-Kivice corpora- 


" AcU tSSt.cbRD. J 1 4, and acta ID amendment Ihmol. Forpraent law see act approvedjuly 3.10141 H 
A,U rfljj. chip. J^; A^ .16,. d^p. *.a. Pre«,l board oUafiliibed by 4Ct in eHect June „, iw; 5* W 

'*[/>^ J^ r™, „. ,to, aroroved June J. loog.in effect Sn>i™lw ., igo^iucceediog Io™«rB«n- 
rad ComnuBion. £eal» Piiui^^W, IWI. no. lA u amended by Pi^Ik ^c« iplj, no. »&. i-iiWt 

1 C-mMuluH, art. j, wc. loa; SlaHHa ID07. chap. 0°; Raiiid SuanUi. rp/j, leci. 6104-js. 


B SlahOti igor. cbip. u: appioved Much j. ipo?- Ses K. L. igii.xa. 4110-85; SlaOUi igsi.dav- 


lAii R. L. rpri. loa. 4SIS-48; R, L, ion. tec. 4Sio<i)- 
U Low .dM, diap. .641 PMk SUI^ and Sisntm £«n (Supplemeat. iflij). pp. 335-60. 




» C^^i'^^i « '™. T-ii; adopted November ai. 1010. See al» t™i Ifii. cbap. jS. 

» loH rpo7, diap.4ifl: app^y«iJ0M 11, i«ot; ineBeet Joly 11 907; amended by U^s lo.o, d-pi 

^fTm. fflor! dap! if;. CtmUkd l^%ij. ra.'ijo8-«3; >1h iM.. sea. S7!r6<=>. See al» tow 

'"■'l^ bIuoo. j8i; appmwd May j, .013 (to*, leu, P. *o4), supmediOR Public Service Comnb- 
rioo CNabliihed byBooic Bill do. 31;; approved May », 1911; In eSsct June 30, 1011 (tovi J«iJ, 


1 
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jraUSDICnON of state commissions (cMinucH 



Sun 




aii€rfi«BiMiibkbit 


y.-*.. 


OkUbomi" 


lias 




All, pubUc-MTvin exjanr 


Or.*«" 


atOrttoa 

Public Service Coo. 
nbwin ol the Com. 


Id (Sect November lo. 
Apjmwdjolyte. 191J 


All, public wvice cofpm. 
by iniuklp^tici 


Rhode Iilud » 
South CuoUu" 


Public L-tdilio Cam- 
Public Scivioe Con. 


AivRiTed April .7. .«. 


Inlclurbui elKlric Imilirvt. 
p>><r«t iDd IclephoH 


South DtkoU* 

Vmini*" 
WuhiiwtoD" 


Public Service Com- 
minloD 

Public Service Com- 


(Dwembtf 14. 19061 
Approved April li, igoj 
^SdMu^.7. IBU 
Appcoved Much 18. rgii 


All pubUcvTvicc corpan- 
tiou; limited io tue ol 
eleclric TtHnft 

All pnblic-««vKe eocpon- 


WolVirgiiui- 


Publie Sarin Com- 
R."^ ConroiuioD 


PuwdFehntuTX.tgu 
Approved July 0, loM 


A1I. public-KTvice cocpon- 

AU^blic-wtvlcd corpotv 
tioni 



■> Lnri itii. c^. ITU- " I-f" '9'). no. ^H- ' 

" ijoti igio. DO. iM; Ltm lait, no. jio; Coiufiliiluiii (idopted Decenibi 
£k iJiH , DO. tt«; £«i IDD^. dap. t«i: JLah iprj. no. 1 14. Sec ChU CaU 
■ 5uJwe Idw tQii. ehap. J07. 
•• AMic Aeli If 13, cbu. J3. 

*> XoM ({ID}, chap' 11^ "» {Pi'' »>' <**! 1^"" '0"'' no. "S' 
■■ Attt ii)ot-of-a4, chap. 147. FoUird'l Cti4 (ipM), kc ijim •« uio 1 

" Ljwi joi f.chiLPr IrT. " -^^ 'O'.l. chj 
7. (h»p, 400; ippoved July «. 1507: publiibed July 11, 1^— 
^ 1937; publBbed July I], igoT. See tlK Loin ipn?. dura, 
e »nd other unendmenu gee Wiiamiin SU-'- ' ' - 



pRived July 1 : 
66]. For tbea 



. i>Mi: Acti 1914, 
»7. chip, f T>: IP- 









York. Pennsylvania, Ohio, Wisconan, and California,' these rights 
are granted through the issue of certificates of public convenience 
and necessity.' 

' Massachusetts; AcU jgo6. chap. 463, P«rt », sea. iB, ii, M> and ?•; «<d p«t 3, 
sec. 7, as anien<kd by ^c(j i^op, ch^. 417, sec. f.Acti rpi4, chap. 741, sees, 'jj-^o; 
ilcli ip/4, chap. 787,s«s. oand io;see also .<dj (pro, chap. ji8;/idJIpotf,ch«p.46j, 
part 3. sees, g and 44-, A<is igii, chap. 443; Acts igoS. chap. 166; New Yofk: lam 
/(iio, ch^.4So,secs.S3ao(168;ch^.4Si,seci. gand lOi chap, 673, sec. 3; N.Y.Cem. 
Lava, chap. 48. sees. 53. "iS, and gg (i); Pennsylvama: Lavs tgtj. no, 854- "t- 3i 

' It has been remarked with some show ot reason thai, under modem oonditwas, 
public-service corpcmtitm fianchisM udit to oubte bulien to sell the bondi. 
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Certificates of public convenience and necessity are not issued 
unless the commissions are convinced that the granting of addi- 
tional facilities is for the public good. The conunis- coDditions 
sions have taken the position that duplication of under which 
plants is paid for, in the long run, either by the pubUc oi public 
in poorer service or higher rates or by security-holders ^d'^nKratity 
in losses on their investment. Accordingly, unless the "' '""^ 
granting of rights to do a competitive business is absolutely neces- 
sary, m the opinion of the commission, in order to obtain good ser- 
vice or reasonable rates, such rights are not granted. ' In Indiana * 
and in Wisconsin ' even a municipality cannot compete with an 
existing public-service corporation without first obtaining a certifi- 
cate of public convenience and necessity.* 

Closely connected with the recognition by commissions of the 

MC5. 1, 3, and 5; art. 5, sees, iSimd igiOhio: Laais igti, House Bill, do. 33 j, sec. 54; 
Wi3eoiiain;iiJWJi!jrj,diap.6ai; chap. 755, sec. a (aec. 1596,61-64); Latm igo7,iiiap. 
4S4,sec.i7g7-39;CaJifoniia;5iato. /pii.Eitra. Session, p. 18; Henning'sCCTH»a[£4iBi 
p/ California (1914), chap. 430, act 3775, sec. 50. For laws of other States coveiing 
GOlificates of public convenience and necessity see Ariaona: Laws igii, chap. 90, 
MC jo; Ret. Stall, igij. Civil Code, sec. 2316; Colorado: Sasion Laws igij, chap, 127, 
MC. 35; Connecticut: Public Acts iSqq, chap. 153, sees. 1-4^ General Stats, tgox, sees. 
3S46, 3gi7, 3920; Idaho; Session Laws igtj, chap. 61, sec. 48; Illinois: act approved 
June 30, 1913, sec. 55; Laws /(wj, p. 488; Indiana: AOi igij, chap. 76, sees. 97-98; 
Kansas: Lana igil, chap. 338, sec 31; Maine: Jto. ^fiJti., chap. 55, sec, i, as amended 
by Laws tgij, chap, ug, sees, 27 and 28, b effect October 31, 1914; Maryland: Laws 
Jpio.chap. iSo, sees. 16 and 33; Michigan: Public Ads tgtj, no. 206, sec g; Missouri: 
Senate Bill 00, i, approved Maich 17, 1913, sees. 53, 74, and 96; Laws igij, p. ss6; 
New Hampshire: Laws tgll, chap. 164, sec. 13 (n) and sec. 13 (a), as amended by 
Laws ^97j, cb^. 145, sec. 13; South DdiotaiSeiitonXau'lipfj', chap. 211; Vennont: 
FiMk Slats. jgo6, sec 4338. 

> Weld v. Gas and Electric Light Comrs,, 197 Mass. 556, 84 N.E. toi; Atty .-General 
•. Haverhill Gas Light Co., 215 Mass. 394; Atty.-General ex rd. r. Walworth L. & P. 
Co., 157 Mass. 86, 31 N.E, 482, 16 L.R.A, 398; /n re Longacre Electric Light & Power 
Co., Public Service Com. Reports, ist Dist. {New York), vol, 1, p. 236, affirmed on 
■ppeal in People ex rH. The N.Y. Edison Co, t. WiUcoi a id., 207 N.V. 86 (reversing 
151 N.Y. App. Div. 831); Calumet Service Co. n. Chilton, 148 Wis. 334, 135 N,W. IJ 1 j 
State ex rd. Kenosha G, & E. Co, ». Kenosha Electric Ry. Co., 14s Wis. 337, 139 N.W. 
Coo (confirmation by State Supreme Courtof monopoly principle); Pacihc G.&. E. Co. 
B. Great Western Power Co., Opinions and Orders of the Railroad Commission of Cali- 
fornia, vol. I, p. 103; In re Oro Electric Corp'n. Ttanamissioa Lines, ibid., p. JS3; 
In re Application Oro Electric Corp'n, ibid., p. 700. 

' Acts igi3, chap. 76, sec. 98. 

' Laws igoj. chap, 499, sec 1797M-74, sees. 3 and 4. 

< In Ma^achusetts, the same result is arrived at by the statute compelling a muni- 
cipality, which has voted to establish a municipal plant, to purchase at a fair value the 
existing plant of the local public-service corporation. {Acts ,rpi^, chap, 742, sec. 100,} 
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monopoly principle is the power to approve consolidations. The 
Attitude oi general rule is that consolidations are permitted when 
towuii'coQ^ in the judgment of the commissions they will result in 
■oiidaiion! better service or lower rates.' 

In Massachusetts, when two companies are consolidated, the 
capital of the new company at the time of consolidation shall not 
exceed in amount the sum of the separate capitals of 
consoiidniions thc former companies,^ In New York State, the 
«re penm Second District Commission recently has been per- 

mitting the purchase of one company by another at a price in excess 
of the original cost of the physical property, pro\'ided such excess 
is amortized or charged off from earnings during a reasonable period 
of years' In Wisconsin, the purchase of the property of one public- 
service corporation by another shall be at a price not in excess of 
the value, as determined by the commission.* 

In view of the general recognition of public-ser- 
rounidpal vicc Corporations as monopolies, the laws of many 

'""^ "" States, among which may be mentioned Massachu- 

setts,* Illinois,' and Wisconsin,' provide for possible purchase of 

' For recent casra in consolidations xt Massachiaetts; SpringSdd-Qiicapee, 
TweHly-dgtUh Ann. Refi., Board oi Gas and Electric Light Comn. (igli), p. 671 New 
Bedford Gas Co. and New Bedford Elec. Co., Fmtrtk Ann. Rep., Board of Gas and 
Electric Light Comrs. (i88g), p. 73; Worcester Gas Light Co. and Worcestct F.lcctric 
Light Co., Sixth Ann. Rep., Board of Gas and Electric Light Conns. (iSgO,p, ii; 
New York ; In the Matter o( the JiMnt .\pjilicalioii of Rockland Light and Power Co. 
and Rockland Electric Co., etc., Public Sa\ice Com., id Dist. (New York), 00. 176, 
deddcd April 16, 1914. OUifonua: In the Matter of the Af^licalion of Midland Coun- 
ties Public Service Corporation, 3 Cal. R.R. Com. Dec. 598; In the Matter of the 
AK>lication of Valley Gas and Fuel Co., etc., 1 Cal. R.R. Com. Dec. 589; In the 
Matter of llie Application of Livermorc Water Bt Power Co., etc., 1 Cal. R. R. Com. 
Dec 61S. Se« ^9d Nob York Lonii zgio, chap. 480. sec. 54, as amended by Lam 

1914, chap. 330. 

■ Adt JQ14, chap. 741, sec. t6S. la view of the fact that in Massadiuietts public- 
MTvice cotpoiations cannot have a total capitalization in eiccsa of their pfaysitAl value, 
this is equivalent to saying that companies formed through consolidations cannot have 
a capitalixation in eicas of the physical property. 

' See Pubhc-Setvicc Commisaon, New York, id District, EigWi Anmmai Refart 
(1914), p. 67, and no. 176, dated .\ptil i&, 1914 (Rockland Light and Power case). 

' WiicoHsin Slaluta (1911), chap, 85, sec. 1753-11; Laai ipii, chap. jMi 9K. 
>753~ii, u amended by Ltua igii, chap. 664, sec 133. 

* Acts igt4, chap. 741, sees. 91 to 125. 

* Loan igij, p. 455. (Senate Bill no. 53S, approved June z6, igij.) 

' Lawt tgoj, chap. 499, sec i797M-7g to 82, as ameoded by Low 1009, cll^)- >13, 
■nd by Loms igii, chaps. 13 and 596, and by Lawt 1913, chap. 160. 
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the property of local public-service corporations by the munici' 
palities. In our opinion, this right, whether exercised or not, should 
exist in all States. 

As soon as the principle of monopoly is recognized, the questions 
of rates and service become of prime importance. We 
will take up first the regulation of service as estab- of rates and 
lished by statutes and by commission decisions and 
reports. 

In the past, standards of service often have been prescribed by 
direct legislaUve enactment.' The modem tendency, however, is 
to give public-service commissions general authority Regulation 
to enforce standards of service. In Massachusetts, °' "tvice 
New York, Wisconsin, and California, as well as in many other 
States, the powers so granted to the commissions are fairly com- 
plete and comprehensive. The authority of the commissions in 
Massachusetts ^ to investigate and change service is especially com- 
plete. The Wisconsin ' law goes so far as to make mandatory on 
the commission the ascertaining and prescribing, "for each kind 
of public utility, suitable and convenient standard commercial 
units of product or service." The extent of the authority of state 
commissions over service shows a tendency all the time to increase. 

In the matter of service there are usually three elements to be 
considered:— „, , „ 

, , „ , Three Itading 

(1) Safety. dements ol 

(2) Extent of service. service 

(3) Character of service. 

Any two of these elements, and sometimes all three combined, 
are likely to appear in a single case involving the regulation of 
service. 

On the question of the safety of service, the statutes in a large 
majority of the States confer specific authority on the commis- 
sions to prescribe such regulations as may insure sateiyot 
safety of operation.* This is true in the four States, s<"'<^ 

' SUndaid quality of gas fixed in Connecticut. See Gen. Stats, igoz. sec. 4569, and 
in Ohio, GoKral Code xgio, sees. 9316-31. 

' Ad! igi4, chap. 741, sees. 161, 163, 163; Ads rfljj, chap. 784, sees. 33-14. 

' Laws igo?, chap. 490, sec. 1797M-Z1 to 13. 

' See Commission Regulation of Public Vtiiiiies, New York (1913}, p. 651, and 
following. 



Authorily of 



2l8 AMERICAN AND FOREIGN INVESTMENT BONDS 

In the matter of rates to be charged by public-service corpora- 
tions, the following principles prevail: (i) Rates must be reasonable 
Principles ol both to the customer and to the corporation, and if 
^'i^c «fSfce°' tliey cannot be reasonable to both, they must be .to the 
cOTporaiiom customer — that is, the customer cannot be made to 
pay more than a fair value of the service rendered; ' (2) there must 
be a fair return on the reasonable value of the property at the time 
it is being used for the public' These principles have been estab- 
lished by federal and state laws and confirmed by numerous de- 
cisions of the courts.' 

To-day a large number of the States give the public-service cora- 
misdons mandatory power over rates. The right to initiate rates 
is reserved almost everywhere to the utilities. In a 
large number of the States, however, the commissions 
""' '"■" are given authority to suspend the operation of rates 

fixed by utilities pending an investigation by the commissions as 
to their reasonableness.* 

Provided the rates charged for service are not in excess of the 
value of the service to the consumers, rates for public service are 
based on what may be called, in the broadest sense, the 
cost of the service. This cost has been early defined 
in Massachusetts * as made up of the following three 
factors: (i) Fair cost, meaning fair manufacturing 
cost of the product or service; (2) a fair return on a 
reasonable amount of capital; (3) such excess as will give the cor- 
poration sufficient surplus to meet extraordinary accidents and con- 
duct its business with the highest economy. In New York State,* it 

' Bnmswick & T. Waler Dist, n. Maine Water Co., 99 Maine, 371, 50 AtJ. 537 
(1904); Covington & Ler. Turnpike Co. v. Saadlord, 164 U.S. $7^1 Spring Volley 
Water Works v. Saa Frandsco, i()> Fot. Rep. 137. 

* Peckham, J., in WiUco» f. Cods. Gas Co., ju U.S. 19, st 41. 
' See Smyth p. Ames, 169 U.S. 466, at 546- 

' Stt Slate Rtfvlaliim of Public UlUUia(Piaiadx\ptaA,t9U), p. 16. For oomminioii 
onkn changing rates see Massachusetts: Mayor of Worrcster «. Worcester Electric 
light Co., Board of G. & E. Lt. Conus., Twmty-eitUh AnnuiU Rtpart (igii), p. 15; 
New York; Fuhnnann v. Cataract Powtrand Conduit Co., 3 P. S. C. {id DisL, N.Y.), 
p. 6s6 (tgij); Wiscoosiii; Gty of Milwaukee r. The Milwaukee E. R. ft L. Co.. 10 
W. R. C. R. I (1911}; Califomia: Qty ot San Jos£ y. Pad&c Td. ft TcL Co., J Cal. R.R. 
Com. Dec 7*0 (1913). 

* See peCllion of cuitomen of the Springfield Gas Company (or reduction in price, 
lUporl, Board of Gu and Electric Ligbt CommisuoiMn (1894}. p. 6. 

' Lam tgio, chap. 430, sec. 97. 
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13 provided by statute that in making rates due regard must be 
given to a reasonable average return upon the value of the property 
actually used in the public service and to the necessity of making 
reservation out of income for surplus and contingencies. In Wiscon- 
sin,' the Railroad Commission has laid down the following rule : that 
"under normal or ordinary conditions, public utiHties are entitled 
to earnings that will cover the operating expenses, including de- 
predation and a fair return on the investment." The methods of 
determining the cost of service as a basis for rates in Massachusetts, 
New York, and Wisconsin have been followed, in a general way, 
by all the other state commissions. 

The factor in the cost of service that has caused the most diffi- 
culty and the most discussion is what has been called a fair return 
on a reasonable amount of capital or on a reasonable . ^^ 
value of the property devoted to public use. This on fair value 
questioninvolves, (i) what isafairrateof return; (2) ° ^^ 
what constitutes a fair value of property devoted to public use. 

The rate of return on capital invested in public-service corpora- 
tions is governed, in a broad way, by the rate of return on other 
forms of investment.' Obviously, however, the rate 
of return on capital invested in corporations under 
public protection should be less than the rate of return on capital 
invested in competitive or extra-hazardous undertakings. Again, 
the rate of return where the business is well managed should be 
greater than the rate of return where it is poorly managed. In gen- 
eral, the rate of return should be a rate that permits continued 
investment in old properties and induces original investment in 
new properties.' No hard-and-fast rule can be laid down as to 
what constitutes a fair rate of return, but this rate must be deter- 
mined in each individual case and after taking into consideration 
all the factors which bear on the problem.* 

' /n re Appl. Manitowoc Gas Co., 3 Wis. R.R. Com. Rep. 163, at 171 (1908). 

• New Memphis Gas Light Co. v. Memphis, 7J Fed. Rep. ps^. 

' An interesting suggestion has been brought forward recently called the "variable 
nte of retuin." This plan involves incTca^ng the rate of return in proportion to a 
reduction in the average selling price of the product or service and is similar to the 
sliding scale arrangement discussed earlier in this chapter. (See Henry I. Lea, The 
Fixed Rale of Return on Uliiilies, reprinted from the Ciu Record, Chicago, November 

3S. 1914.) 

* Sec United States Supreme Court: Willco* v. Consolidated Gas Co., iij U.S. ig, 
39 Sup. Ct. 191; 53 L. ed. 38a (igog), ox per cent; New York; (ist Dist. Commissioa) 
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Determination of what is the fair value of the property devoted 
to public use leads to the vast and extremely complicated subject 
F«itv»lueQi of valuation as a basis for rates. In Massachusetts 
fop'^ and in California, among other States, the conunis- 

^ons may make valuations, and in Wisconsin, the commission 
must make valuations of the property of any and all public-service 
corporations. ' 

There are to-day two leading theories as to the propwr method of 
valuation as a basis for rates : ( i ) The so-called original-cost theory ; 
Twoihmries and (2) the theory of cost of reproduction.* Some 
M»'uSi"° commissions base their findings almost entirely cm 
fotrnea ^^ original -cost- theory J for example, the St. Louis 

Public-Service Commission.* Other commissions * have appeared 
at times to accept without reservation the cost-of-reproduction 
theory. 

The best and most recent authorities, however, are disposed to 
Bat mod m follow no One theory, but to base their findings as to 
practice (ivors valuation upou all the factors which may enter into the 

consdmng mil - , ■• » < , , ■ 

dnnenis in de- question. In Massachusetts, owing to the fact that 



vducua basil 00 public- Service corporation has been able to issue 
for nies Capital stock except for cash or property, there has 

Ma3'faew f. Kings County Lighliog Company, 2 P. S. C. 659 (lO"), yi pw cent; 
Wisconsin: State Journal Printing Co. r. Madison Gas and Electric Co., 4 W. R. C. K. 
501, 6i4-4Q (1910); Califonua: Contra Costa Water Co. ». Qty of Ookl&nd, 159 C«L 
ity, 113 Pac. 668 (1911); City o( Polo Alto v. Palo Alto Gas Co., 1 Cal. R.R. Con. 
Dec. 300 (iQTjJiMBSsacbusettsiHaverfaiUPetitions, Bo&rdof GasandElectricLJght 
Comra., TvMfty-eighth Anrtuoi Report, p. 41. 

' Massafhusetts: Ads igij, chap, 7S4, sec. 14; California: Stalt. igii, ist Extri. 
Sess., chap. 14, sees. 47 and 70, as amended bySWJi. j^/j.chap. 330; Wisconsin: 
lMm$ ifo;, chap. 361: Stats. 1911. sec i7g7-u>; Lava tgoj, chap. 499, StaU. iQil, 
sees. 179TM-5 to l7g7M-7. I79?M-t6, 1797M-41- 

' There b anolher theory of valuation which has sometimes beoi called the cost-ot~ 
replacement theoty, whidi con^den the cost of repUdng ti>^y. not the same prop- 
erty, but property which will peiform the same service: there is also a " [air-cichuiBe 
value," which is based largely on what the property may be expected to earn. How- 
ever useful these theories may be in cases of purchase ot condemnation, they are of 
very little use, it seems to us. in fijdng a. baas lor rates. See Missouri Rate Cases, 13a 
U.S. 474, 33 Sup. Ct. 97S {1913): Public-Service Gas Co, n. Board of Public- UtiUty 
Comr*., 84 N.J, Law, 463, S7 Atl, 651 (1913); Fuhrmann c. Cataract Power and Coo- 
duJt Co.. 3 P. S, C. (id Mst. N.Y.) 656 (1913). 

* Sec Rtperl St. Louis PubUc-Snvice Commisaoo. to the Municipal AasemUy of 
St. Louii, on the Southwestern Tel. & Tel. Co. (October 14, 1913). pp. 9, i»-i3. 

' See lUpatt, Public-Utilities Conunission (Connecticut, 1911}, pp. xxvn and 

XXXVL 
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not been developed any particular theory or system of valuation.' 
In New York State, the Second District Commission in the Buffalo 
Gas case ' discussed various theories of valuation. After stating 
the objections to these theories, Chairman Stevens said: "It is 
a question whether any of these theories can be applied alone to 
a given case and produce a result of substantial equity and 
justice." The Wisconsin Commission in a recent case said: "The 
value of a plant and its business that is ultimately found to be fair 
and equitable under the circumstances may not agree either with 
the original cost or with the cost of reproduction, but in most in- 
stances it is likely to be found at some figure in the neighbor- 
hood of these costs." * The California Commission in certain cases 
disallowed reproduction cost where that cost was in excess of the 
original cost.* . 

In another case, the California Commission laid emphasis on the )( 
importance of considering all elements of value.' In ascertaining 
the value of the property of the Stockton Terminal & Eastern 
Railroad Company, the California Commission considered the 
following matters: (i) Organization, construction, and operation; 
(2) stocks and bonds; (3) revenues and expenses; (4) original cost, 
as defined; {5) reproduction value, as defined; (6) present value, as 
defined. • In the case of new properties, emphasis may be laid, per- 
haps, on original cost; in the case of properties built many years 
ago, it is more difficult to determine original cost and more natural 
to take cost of reproduction as a guide in determining value. To 
sum up, the best modem practice favors considering all proper ele- 
ments of value as a basis for rates. The origin and development of 
the business, the conditions under which the plant was constructed, 
the actual investment made, the present value of the plant, and any 
other factors having a bearing in any given case should be considered. 

On the question of valuation when finaUy appealed to the United 

' See Haverhill Gas Light case, Twmly-eigUh Annual Report, Board of Gaa and 
ElecUic Light Comrs.. pp. 41-60. 

' Buffalo Gas Co, d. City of Buffalo, 3 P. S. C. (ad Dist. N.V.) 553. at 63J {1Q13). 

' City of Milwaukee I. The Milwaukee Electric Railway & Light Co., 10 W. R. C. 
R. I {1912). 

* San Josd v. The Padfic Tel. St Tel. Co., 3 Cal. R.R. Com., Dec. 720 (1913)- 

' Re Water Rates and Service in the County of San Diego, a Cal. R.R. Com. Dec. 
464, atsii-13 {1913). 

' 1 Cat R.R. Com. Dec. 777. 779 Ci^u). 
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States Supreme Court, the court held, in Smyth v. Ames,' that " the 
„ , , „ basis of all calculations as to the reasonableness of 

United SuiM , ... 

Supreme Court rates to be charged by a corporation maintammg a 
iiibBSi"" highway under legislative sanction must be the fair 
lor ratci value of the property being used by it for the conven- 

ience of the public. And in order to ascertain that value, the origi- 
nal cost of construction, the amount expended in permanent im- 
provements, the amount and market value of its bonds and stock, 
the present as compared with the original cost of construction, the 
probable earning capacity of the property under particular rates 
prescribed by statute, and the sum required to meet operating ex- 
penses, are all matters for consideration, and are to be given such 
weight as may be just and right in each case. We do not say that 
there may not be other matters to be regarded in estimating the 
value of the property." In the Minnesota Rate Cases,' it held that 
"the ascertainment of that value is not controlled by artificial 
rules. It is not a matter of formulas, but there must be a reasonable 
judgment having its basis in a proper consideration of all relevant 
facts." In these latter cases, the court spoke of the cost of reproduc- 
tion as an important element in determining value, but it warned 
against accepting results which depend on mere conjecture. 

All the various details of the valuation question, we will not 
McihaU of attempt to discuss in this chapter. We will simply 
c(TtIin't"ei^iB consider briefly some of the most important and in- 
oi vBiuBiion teresting phases. Among these may be mentioned: — 

(i) Should land be valued on the same basis as other parts of the 
property? 

(a) In estimating cost of reproduction new of plant, should 
present unit prices be taken or average unit prices for a series of 
years? 

(i) In estimating cost of reproduction new, should present con- 
ditions of construction other than the present cost of material and 
labor be taken or should there be taken the conditions under which 
the plant actually was constructed? 

(4) Should depreciation be deducted either from original cost 
or cost of reproduction new? 

[60 U.S. 466. at S46- 

Hugbea, J., in the MinnooU tate otso, 130 U. S. 351, 434, 33 Sup. Ct. 719 (1913). 
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Cs) How much should be allowed for overhead charges in con- 
struction, for development expense, for going concern value, or for 
franchise value ? 

The practice of some of the leading commissions in these matters 
will further illustrate their attitude toward valuation. 

In valuing land for the purpose of fixing rates, commissions gen- 
erally use the present value of land,' In New York State, the Com- 
mission for the First District has tried to avoid Methods ot 
making the community pay rates which are higher in "^""s '"** 
proportion to the growth and increase in activities of the commun- 
ity itself. It has treated the estimated average annual increase in 
the value of land of the company as income, but in this the commis- 
sion has been overruled by the courts.* In California, in the Tono- 
pah & Tide Water Railroad case, the commission has expressed the 
opinion that the basis of return on real property shall be even less 
than " the fair average market value of similar land in the vicinity, 
including the unearned increment."' The general rule, however, 
b for state commissions to take the present value of land. 

In the leading cases on this question taken to the United States 
Supreme Court, the theory of the present value of land as a basis 
for rates has been held as the proper one. In the ... , ^ 

_,, T^ ^ A , ,, , , r United States 

Minnesota Rate Cases,' the court allowed a value for sup 
lands equal to the fair average market value of similar 
land in the vicinity, but did not allow for various special costs in- 
volved in acquiring the particular land wanted. 

On the question of whether in figuring cost of repro- g^j prjcticc 

duction new, prices at the time of making the valu- f^^"" '^ ."' 

ation or average prices for a series of years should in estimatiiig 

be taken, the best opinion seems to favor the use of dTction^w" 

average unit prices for a series of, say, five years."* " ^ ' 

> In New York (id Dist.), Fuhimann D. Cataract Power & Conduit Co., 3 P. S. C. 
{ad Dbt. N.Y.) 656 (1913). In Wisconsin, Superior Commercial Club t. Superior 
Water, Light It Power Co., 11 W. R. C. R. 704 (ni")- The United States Supreme 
Court has adopted thb view. Minnesota Rate Ciiscs; 230 U.S. 352, 33 Sup. Ct, yag 
(lgi3). The St. Louis Commission has abandoned its original-cost theory, when deal- 
big with land. {Report, St, Louis Public Service Commission, to the Municipal Assem- 
bly of St. Louis on the Southwestern Tel. & Tel. Co. (October 14, igij), pp. 9-10.) 

' See Kings County Lighting Co. v. Willcon, 156 N.V. App, Div. 603 {1913). 

• 3 Cal. R.R. Com. Dec. 205 (1913). < 230 U.S. 352, 33 Sup. Ct. 729. 

' Petition of Berlin Elec. Light Co, el al., 3 N.H. P. S, C. 174, 196 (1913); City of 
Milwaukee r. Milwaukee Elec. Ry. & Light Co., 10 Wis. R. C. R. i, 107, 108. 



in valuing Lind 



224 AMERICAN AND TOREIGN INVESTMENT BONDS 

The use of present unit costs is likely to be unfair if the date 
of valuation happens to be at a time of unusually high or low 
prices.' 

The question of whether present or actual conditions of con- 
struction should be taken as the basis of estimating the cost of 
Pnvrmeni reproduction new has come up so far principally in 

overtnsiu (jjg iorm of whether allowance should be made for 
pavement over mains. Where such pavement has not been part of 
the actual cost of installing property, the best practice refuses to 
allow anything for this item." 

As far as the position of the United States Supreme Court goes, 
there are certain statements of the court which seem to indicate an 

. . . opinion that allowance should be made for pavement 
United suta over mains. In Willcox v. Consolidated Gas Com- 
upTcme o pany* the question was not, however, squarely raised, 
and this decision is hardly to be taken as indicating the final opinioo 
of the court on this point. Where a corporation has not been at any 
actual expense to pave over mains, and where it has not expected 
any allowance to be made for this item, — in which its expectation 
would be different from that in the case of land, — the commis- 
sions, it seems to us, have no good ground for allowing anything for 
this item in estimating value as a basis for rates. 

In the matter of deducting depreciation from the value of the 
property upon which a public-service corporation shall be allowed 
to earn a fair return, the rules and dedsions of the 
commissions and of the courts vary considerably. 
Generally, the commissions and courts deduct accrued 
depredation from the estimated reproduction cost or 
from the original cost when making use of these factors in valuations 

• For difficutlies involvwl in the use of present unit prices, see BuSalo Gas Co. ». 
City o( Builalo, 3 P. S. C. (id Dbt. N.Y.) ssj (igij). 

* New York, ist Dist. (sustained by New Yoric Court of Appeals): Kings County 
Lighting Co., People ex rd., t. Willcox, 110 ^.Y. 479 (1914); New York, id Dist: 
BuSaloGasCo.i. City of Buffalo, 3 P. S.C. (id Dist. N,Y.) 553 (1913); New Jersey: 
In re Rates of tlie Public Service Gas Co., i N.J. B. P. U. C. 4J3 (191 a) ; Wisconsin: 
aty of Milwaukee r. The Milwaukee Electric Ry. & Light Co., loW. R. C.It 1, ltd 
(1911); California: City of Palo Alto 0. Palo Alto Gas Co., i Cal. R.R, Com. Dec joo 
0913); aty of San Jos* r. The Pad6c Tel. & Tel. Company, 3 Cal. R.R. Com. Dec 
;»>, 717 (1913)1 United States Distriirt Court: Des Moines Gas Co. *. City of Dcs 
Mmnes. 199 Fed. Rep. 104 (iQii). 

' 3i» D.S, 19(1909). 
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for the purpose of fixing rates.' Where companies have created 
depredation reserves invested in plant and working capital, the 
Wisconsin Commission, in a recent case, has deducted depreciation 
from cost new and added the depreciation reserves.* 

It has been argued that a plant that has depreciated still may 
render as ef&cient service as when it was new,' and that therefore 
no depreciation need be deducted. It has also been Treatment of, 
contended that the necessity, in the absence of a undcV^v^^Jus 
depreciation fund, for stockholders maintaining the drcumitanoa 
plant prevents the investment from becoming diminished.* Again, 
an eSort has been made to distinguish between cases where proper 
allowance for depreciation in effect has been returned to the owners 
— in which cases, accrued depreciation should be deducted — and 
cases where sums set aside for depreciation are allowed to accumu- 
late for the benefit of a sinking fund — in which cases no deduction 
for depreciation should be made.^ 

Perhaps the best statement of the proper treatment of depreda- 
tion in estimating value as a basis for rates is given by the New 
Hampshire Public -Service Commission in the case of 
the Berlin Electric Light Company:' "We do not depredation 
hold that the full amount of depredation should in """^ "'' 
every case be deducted from the cost of reproduction. It is merely 
one of the facts to be considered in making a finding of fair value. 
It stands in the same category as original cost of physical proper- 
ties, other necessary early expenditures, present reproduction cost 
of physical properties, and other facts concerning which inquiry is 
made, all of which should be determined as accurately as possible, 

• United States Supreme Court: Knoxville e. Knoiviile Water Co., sia U.S. i, ig 
Sup. Ct. 14S (190Q); Minnesota Rate Cases: 230 U.S. 35J (1913); New York Conunis- 
don tor 1st Dist., upheld on this point by the Appellate Division of the New York 
Supreme Court: People eirei. King's County Lighting Co, v. WiUcox, rgfi New York 
App. Div. 603 (ig:3); see abo i P. S. C. (ist Dist. N.Y.) 6sg; California: Oty of Palo 
Alto f. Palo Alto Gas Co., 3 Cal. RJt. Com. Dec. 300 (i-iii). 

' City of Milwaukee v. Milwaukee Electric Ry. & Light Co., 10 W. R. C. R. i 
(ipii); Superior Commercial Club v. Duluth Street Railway Co., 11 W. R. C. R. i 
(191J). 

' Edwards d at. 0. The Helena Light & Ry. Co., Sixth Anniui Report, Railroad 
Commission of Montana, p. 194 (1913). 

• City of Whitewater ». Whitewater Electric Light Co., 6 W. R. C. R. 131, 138 
(1910). 

• Fuhrmann t. Cataract Powerft Conduit Co., 3 P. S. C. (ad Dist. N.Y.) 656 {1913), 
' See /k re Sole of Berlin Electric Light Co., 3 NJL P. S, C. 174, 1941 195- 



226 AMERICAN AND FOREIGN INVESTMENT BONDS 

but none of which have a unifonn fixed value in each case. There 
may be cases where plants well conceived and well managed have 
suffered depreciation which in fact represents a part of the cost of 
developing the business to a point where a fair return can be se- 
cured. In other cases, as, for example, where adequate returns 
have been received to afford a fair return and to maintain a depreci- 
ation reserve, but have been entirely paid out in dividends, the 
entire amount may properly be deducted from present cost of re- 
production in coming to the final conclusion as to the fair value. 
Between these two extremes the proper course will vary according 
to the circumstances in each case. But in every case it is desirable 
to determine, for the purpose of consideration, the full depreciation 
as accurately as possible." The whole problem of allowing for 
depreciation is a problem in cost accounting. The methods through 
which depreciation may be determined are almost numberless. 
In the Knoxville Water case ' and in the Minnesota Rate Cases, 
the United States Supreme Court has held that in 

Coiled States ... , ■ . , , 

supmn* Court estimaUng the cost of reproduction new, the extent of 
cprcoition g^j^jj^g (jcpredation should be shown and deducted. 
In estimating value as a basis for rates, an allowance almost 
always is made for overhead charges. This item commonly is used 
to include the cost of engineering and superintend- 
ence, contractor's profit, interest during construction, 
legal and general expenses, company organization, 
■ oasis loi me» [g^gg ^^d insurancc, expenses of promotion, and con- 
tingencies. Although there have been cases in which the necessity 
for any separate allowance for overhead charges has been ques- 
tioned,* the general tendency is to make a fairly liberal allowance 
for this item. Commissions and courts vary greatly not only as to 
the amount to be allowed, but also as to the method of computing 
allowances. Wherever the actual expenditures for overhead charges 
can be proved from the records of the company or otherwise, they 
will form the basis for allowance under this head.* The company 

' Knoxville b. Knoxville Water Co., Ju C.S. i, 3g Sup. Ct. 148 (igo^). 

< Cedar Rapids Gas Light Co. v. Cedar Raiuds, 144 la- 4^6, 120 N.W. 960 (1909), 
aij U.S. 655. Sec also Cumberland TeL & Tel. Co. t. City of Louisville, 187 Fcid. 
Rep, 637,646,647 (")")- 

* Sec lUperl. St. Louis Public- Service CommisHoa, to the Munidpal Asjcmbly of 
St. U)ui* on ntca lor electric light and power (February ij, 1911J, p. jo. 
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will not be permitted, however, by means of a. contract with the 

construction company to impose unnecessary and unreasonable 
overhead charges.' Where actual expenditures for overhead 
charges cannot be ascertained, — a situation which prevails in a 
majority of cases, — commissions resort, as a rule, to a percent- 
age allowance upon the cost of items included in the general term 
"reproduction cost." The New York Commission, First District, 
has allowed in one case fifteen per cent for engineering incidentals 
and similar items on costs where these charges properly would 
apply, and ten per cent for general contractor's profit.' The Wis- 
consin Commission in one case has allowed on the total inventory 
reproduction cost five per cent for engineering and superintendence, 
tour per cent for interest during construction, and three per cent 
for legal expenses, organization, casualties, omissions, and other 
similar items ; ' in another case, instead of allowing a total of twelve 
per cent for overhead charges, the Wisconsin Commission has al- 
lowed a total of fifteen per cent.* The California Commission has 
considered as an adequate allowance for overhead charges in the 
case of a gas company fifteen per cent on the reproduction cost of 
the plant.^ In determining the proper amount of overhead charges, 
the commissions should use, as in all other questions of valuation, 
discretion in each individual case. 

Another question to be determined in estimating value is whether 
any allowance should be made for going-concern value. Going- 
concern value in rate cases generally is considered to ^ . 
be equivalent to the uncompensated losses incurred in development 
the development of the business. It is often called gS^g-con- 
development expense. It should not be confused with "" * "' 
good-will, which has no place in estimating the value of a public- 
service corporation under monopolistic conditions. The Massa- 
chusetts Board of Gas and Electric Light Commissioners has 
refused to consider going-concern value in rate cases.* As a general 

' In rt AppUcaUon of N.Y. & North Shore Traction Co., 3 P. S. C. (ist Dist. N.Y.) 
63 {1Q12). 

• Mayhew v. Kings County Lighting Co., 2 P. S. C. (ist Dist. N.Y.) 639 {1911). 

• City of Ripon i. Ripon L. k W. Co., s W. R. C. R. i, tj (iQio). 

• City of Milwaukee u. Milwaukee Gas Light Co., 11 W. R. C. R. 441 (1513). 
' City of Palo Alto d. Palo Alto Gas Co., 3 Cal. R.R. Com. Dec. 300 (1913). 

• Set Re Haverhill Petitiom, TteeiUy-ti^ Annvai Report, Gas & Electric Light 
Com'is, pp. 41-50 (igia). 
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rule, however, cominisEions and courts recognize the fact that 
development expense or going-concern value should be reimbursed 
to the company either by an increase in the fair value on which the 
return is allowed or by an increase in income to enable amortization 
of early losses.' Sometimes commissions have refused to make any 
allowance for going-concem value because of the insufficiency of 
the evidence oSered,* and sometimes on the ground that early 
deficits have been recouped out of subsequent profits,* or on the 
fact that consciously or unconsciously the going-concem value has 
been included in the valuation of the physical plant/ As stated 
above, however, the best practice favors a reasonable allowance for 
going-concern value.' 

The last question to be discussed in connection with det^ed 
methods of valuation is that of franchise value. It is provided by 
FtiochUe statute in Wisconsin: "In determining the value of 

*■*■'" the property of a public-service corporation or any 

person furnishing service to the public for the purpose of this act, 
no franchise to be a corporation and no franchise or privilege 
granted to such corporation by the State or municipality shall be 
appraised, fixed, or considered at any greater sum or value than the 
sum paid therefor into the public treasury of the State or munici- 
pality granting the same," • The above statute embodies the best 
and in fact the almost universal modem opinion as to the treatment 
of franchise value in rate cases. In spite of a few cases where, 
through failure to distinguish between rate cases and purchase 



' Sec Kinga County Lighting Co. t. Willcox, no N.Y. 479 (March 14, 1914); 
m N.Y. Sup. 677. City ol Palo Alto r. Palo Alto Gm Co., j Gal. ILR. Com. D«c 
300 C1913). 

' S«e Bachrach v. ConsoUdattd Gas, etc., Co. Public Service Com. of Muytaod 
Reports, vol. :v, pp. 39-46 (igij). 

* Union City t. Union Heat. Light aad Power Company, February 7, igi4, Indiana 
Public Ser\ice Commission (5 Rale Research, 69). 

* Indiana Public- Seriice CommissioD (5 Rate Research, 6q). See Des Moines Gu 
Co. 0. City o( Dfs Moines. 199 Fed. Rep. )o4 (iqii). 

* See especially, Cor interesting discussions of this subject, and of other intangible 
elonaits which may enter into rate cases, Fuhnnann i. Cataract Power and Conduit 
Co., J P. S. C ( jd Dirt. N.Y.) 656; Superior Commercial Oub e. Superior Water, etc, 
Co., to Wis. R. C. R. 704; Gty ol MQwaukce >. The Milwaukee Electric Railway and 
Li^t Co., 10 Wia. R. C. R. i; City of Green Bay v. Gieen Bay Water Co.. 11 Wk. 
R. C. R. 136. 

* Lava igii, iti$p. 593, tec 1753-15. 
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cases, an allowance has been made for franchise value,' it is now 
generally recognized that the value of a franchise is created, not 
by the company which owns it, but by the commumty served. 
Hence, it is unjust to compel the community to pay higher rates 
on account of a privilege conferred by the commumty itself.' 

We have discussed above the various factors usually taken into 
consideration in estimating a fair value of the property upon which 
a fair rate of return shall be allowed. No hard-and- 



cretionary powers is to make possible the determination of each 
case on its own merits — with due regard, of course, to certain 
general principles. If it were possible to make rigid rules to apply 
in all cases, it would be possible to embody those rules in statutes 
enforcible simply by the courts. Aside from its impossibility, how- 
ever, a system of valuation based on rigid rules would defeat the 
principal purpose of regulation; that is, to give a square deal to the 
public and to the corporation. In the words of the Public Service 
Commission, Second District, New York, as expressed in the 
Buffalo Gas Case,' February 4, 1913: "What is called the fixing of 
the value of the property in the public service for the purpose of 
rate-making is not a fixing of value in any proper sense of that 
word as it is correctly used in our language. It is a determination 
of what, under all the facts and circumstances of the case, is a just 
and equitable amount upon which the return allowed to the cor- 
poration is to be computed. If the time the determination is made 
happens to be at or near the time the plant is put in operation, the 
investment or original cost may be the predominant factor. If the 
time of determination is remote from the time of investment, the 
factor of appreciation or diminution in values arising from changes 
in costs of labor and materials may enter largely into the result. If 

' See, for example, Consolidated Gas Co. v. City of New Vork, 157 Fed. Rep. 849, 
873; Willcos D. Consolidated Gas Co., iii U.S. ig, 48 (1909). 

• S« Fuhrmann v. Buffalo General Electric Co,, 3 P. S. C. (ad Dist. N.Y,) 739 
{1913); In re Haverhill Petitions, Tuvnly-eiildk AttHuai Report, Massachusetts Board 
c4 Gas and Electric Light Com'ra, (iQi3),pp. 41, 50; & Rates of the Public Service Gas 
Co., I N.J. B. P. U, C. 433 (tgi*); Public Service Gas Co, v. Board of PubUc Utility 
CoramisHonera, 84 N.J. 463; 87 Atl. 651 (1913); Cedar Rapids Gas Ufibt Ca o. City of 
Cedar Rapids, 213 U.S. 655, 669 (igii). 

• Bufialo Gas Co. v. City of BuSab, 3 P. S. C. (ad DUt. N.Y.) s53 (1913)- 
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the plant is unreasonably disproportionate in dze to the service 
required of it, the cost of reproduction new cannot be the sole test. 
If the actual investment has been reckless and extravagant, the 
owners should bear the loss and not the public. If the general scale 
of prices and values in the community has been increased or dimin- 
ished since the plant was built, the owners may be fairly called 
upon to share the general diminution; and on the other hand, may 
justly demand a share in the general appreciation to which the 
existence of their property has, it may fairly be assumed, con- 
tributed at least its proportionate share." This completes what we 
have to say on the subject of valuation as a basis for rates. 

We have discussed commission regulation of public-service 
CommiMion Corporations in the matters of monopoly, service, and 
SpuUuiiMi rates. We will now take up briefly the policy of the 
■iid Kcounts commissions in the matters of capitalization and 
accounts. 

Control of capitalization is exercised through approval or dis- 

approval of the issue of securities. In Massachusetts,' 

amunUMoosio New York,* Wisconsin,' California,* and many other 

approve issue States, the commissions have authority to approve 

'**^^''*' or disapprove the issue of bonds and stocks. 

In New York State, the statutes provide, in substance, that pub- 
lic-service corporations may issue, when necessary, stock, bonds, 
notes, or other evidences of indebtedness payable at more than 
twelve months from the date of issue: — 

(i) For the acquisition of property. 

(2) For construction, completion, extension or improvement of 
their facilities. 

{3) For the improvement or maintenance of their service. 

(4) For the discharge or lawful refunding of their obligations or 

> Ads tgo6, cfaap. 463, part 3, sea. 103, 104, 107, loS, tog, tir; Ads igoS, tiiap. 
636; Adi 7po(, chap. 485; Acts ipia,cbap. 536; Ads igij.Oiap. ji^.nBO. isuid t6; 
Acti igi jfdap. 764; Acli iQi4,dap. 74i,kcs. 35,38,39.40,4).4i.4J.44; 'leb tfti4i 
dup. 671. See Fall River Gas Works Co. ». Board of Caaand Electric Li^t Oica'n. 
114 Mas*. Jig (1913). 

■ Limit igio. chap. 4S0, sees. 55, 69. loi (u antended by Laws igto, chap. 07j). 
See also Laws t0tl, chap. iSg; L/taa tgl4, chap. 110. 

' Stats, igii, chap. 85, sec 1753 as ttmendtil by Laws 1913, chap. 598 and duf). 
773, «c. TO- 

< Stais. igii, Extn. Seas., p. i3, as amended by Slob. 1913, chaps. 339 and iSii 
Heoaiug't Cm. Laws of Caiijorma (1914)1 voL 5, p. 1558, act 377S> • 



4 



PUBLIC-SERVICE CORPORATION BONDS 23 1 

for the reimbursement of moneys actually expended from income 
or from other moneys not obtained from the issue of securities. 

The order of the commission authorizing such issue shall state 
the amount of securities and the purposes to which the securities 
or the proceeds are to be applied; that the money, 
property, or labor to be procured or paid for by the se^riHes in 
issue of such securities is or has been, m the opinion ^^7e ^'an 
of the commission, reasonably required for the pur- """pie of the 

.- , . , , , , , beMptacUce 

poses specified m the order; and that such purposes 
are not, in whole or in part, reasonably chargeable to operating 
expenses or to income. The commission is forbidden to allow the 
capitalization of franchises beyond the actual amount paid there- 
for to the State or to any subdivision thereof. The commission 
cannot approve capitalization of a corporation formed by merger 
to an amount in excess of the combined capitalization of the com- 
panies merged,' nor can it approve the capitalization of any con- 
tract for consolidation or lease. For the issue of notes and similar 
obhgations, payable in less than one year, the consent of the 
commission is unnecessary.' These provisions are typical of the 
best practice in the States where the commissions have authority 
over the issue of securities. 

Many people have held that if service and rates are regulated, 
there is no necessity for regulating the issue of securities. This rea- 
soning does not take into account the interests of 
investors. In the words of Dr. Maltbie, of the New commissioo 
York Public-Service Commission, First District : the issue of 
"The State owes a duty towards investors as well as '*™"'^"^ 
it does towards shippers and passengers. Further, proper regula- 
tion of securities will ultimately affect rates and service. It may 
not immediately, but in the long run better service and lower rates 
will be given by corporations that are upon a sound financial basis 
than by those having a great overcapitalization and unsound financ- 
ing." * Undoubtedly it is true that overcapitalization has a tend- 

' See, however, Rockland Light and Power Case, cited on page 214, note 3. 

* As an iUustmtion of the practical working of these provisions see: In the Matter 
of the AppUcalion of the New York and Ontario Power Co., 1 P. S.C. R. (ad Dist. N.Y.) 
453 ('909); People ex rel. Binghamton L. H. & P. Co. r. Stevens, aoj N.Y. 7 (igii). 

' Quoted by J. M. Eshleman in " Should the Public Utilities Commission have Power 
to Control the Issuance of Secuatia," Slate SepdalioH oj Public Utiiilies,p, 160. 
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ency to lead either to poorer service or to higher rates. Even where 
the commisstons have full authority over service and rates, it is 
much more difficult for them to make this control eSective, if they 
are dealing with a corporation attempting to earn an attractive 
return on an excessive amount of securities. The strongest argu- 
ment, however, for the control of the issue of securities by commis- 
sions is the protection o( investors.' 

The only other important phase of regulation of public -service 
corporations by state commissions is the supervision of accounts 
SupcrviMon and the ordering of reports. There are proxisions for 
ui^™'^n( ^^ regulation of accounts in upwards of one half the 
oJ tcporu States. Usually the commission has authority to 

establish a system of uniform accounts. In Indiana, the commis- 
sion must prescribe accounting practices.* In many States provi- 
sion is made for special depreciation accounts- In practically all the 
States the public-service corporations must make regular periodic 
reports to the commissions. 

It is to be remembered that all orders of the commissions in the 
various States are subject to a greater or less degree of review by 
the courts. In Colorado ' and in California,* by stat- 
ute, the findings and conclusions of the commissions 
on questions of fact are made final and are not subject 
to judicial review. In several other States the limits within which 
judicial decisions may operate are laid down by statute. In Rhode 
Island,* Connecticut,* California,' and several other States, orders 
of the commission may be suspended pending review by the court. 
"The right of appeal and judicial review is statutory and therefore 
subject to the will of the legislature within the constitutional limita- 
tions of due process and equal protection o[ the law with respect 

' Aside Irom the dirKt power of commissions to approve or disa|q>rove tbe issue of 
new securities, there a a fonn of controi which consists amply in malting pubtic the 
(nets about the issue of new securities and the purposes (or which they are issued. 
This !s the method in the nvun recommeoded by tbe Railroad Securities CommisBioo 
appointed by President Taft in 1910. 

* Acts 1913, di^. 76, sees. 15-17. 

' Colotado, Stilton Laws, igtj, diap. 137, sec. 51. 

* SUlj. IQII, ist Eictn. Session, chap. 14, sec 67; Henning's General Uim afCaU- 
ftmia {1914). act J77S. »•«■ 67, p- 15**- 

* Lowi ipjj. dutp. 7QS. 5«-3S- • i'»WK.<rtrro//.chap. i»8, sec. J3. 

' Laxn 191 1, Eitra. Session, chap. 14, sec. 68; Henning's Gau*ai Lam of Calif n wii 
(1914). K* J7JS. •«■ M. ?■ >S*6- 
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to the preservation of property and contract rights." ' This finishes 
what we have to say on the regulation of public-service coipora- 
tions by state commissions. 

There has been recently a considerable movement in some places 
in favor of regulation by the local communities instead of by the 
State.^ There have been advanced three arguments: siaic w, local 
(i) That the local community is better able to judge «B"'''ti'>n 
of its own needs than is the State; (2) that local self-sufficiency or 
home-rule should not be weakened; {3) that local, instead of state, 
control will make easier purchase and operation of a public-service 
corporation by the municipality. In Los Angeles, CaUfornJa, under 
the combined authority of the City Council and the local Board of 
Public Utilities, there has been worked out a reasonably satisfac- 
tory system of local regulation.' In view of the fact that so many 
public-service corporations operate in more than one municipality, 
local regulation, it seems to us, is likely to lead to the same conflict 
between different municipalities and between municipalities and 
the State as prevails in the case of steam railroads between the dif- 
ferent States and between States and the Federal Government. 
Local regulation, moreover, is liable to be too provincial. Exclusive 
and more or less uniform regulation '' of local pubhc utilities by the 
State seems to us, on the whole, the best solution. 

' Oscai L. Pond, Method! 0} Judicial Review in R^atiou to Effecliveness of Comtim- 
tion Cindralin Slatt: Regulation of Public Utilitia (Phikdelpbk, 1914), p. 64. 

' See Report of D. F. Wilcox, Chairman of Committee on Franchises of the National 
Municipal League, November 13, 19 13, and Re fort Ol Conference of Americaji Mayors, 
held in Philadelphia, November 13 and 14, 1914 (Commercial and Financial ChronicU, 
vol. 99, p. 15(0). 

' See State. Regulation of Public VtUilits, pp. io8-i8. 

* There has been drawn up recently and aubmitted to a Rreat many different inCec 
sts a so-called "Uniform Utilities Bill." The main provisions of this bill arc as fol- 
lows: (i) State commissions to have power to prevent needless competition through 
amtrol of the issue of certificates of public convenience and necessity; (3) stale com- 
missions shall control consolidation; (3) alt franchises granted to public utilities which 
do not provide for possible purchase by tbe munidpaJity shall be indeterminate; (4) 
municipalities shall have the right to purchase public utiUtiea, in case of dis^ree- 
ment as to price, at a value to be deteimined by the state commissions; (5) state 
commissions shall enforce adequate service and shall have power to investigate set- 
vice on their own motion; (6) state commissions shall have full power, subject to 
law, to prescribe rates; (7) they shall have supervision of the issue of new securities; 
(S) they shall prescribe uniform systems of accounts. (Draft Bill for the regulation 
of public utilities with doctmients relating thereto, authorized to be pubUshed by tbe 
National Civic FederaXioD, October 33, 1914). 
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Related to the question of regulation of local public-service 
corporations is the question of municipal ownership and operation. 
Municipal Many of the franchises granted in recent years by 

ownenWp municipalities to public-service corporations in the 

United States, as shown earlier in this chapter, provide for purchase 
of the property of the public utility by the municipality. In Massa- 
chusetts, ' Illinois,' Wisconsin,* and other States, definite provision 
is made in the statutes for the purchase of public-service corpora- 
tions for municipal ownership and operation. 

In Massachusetts there were on June 30, 1913, thirty-six munici- 
pally owned and operated lighting plants.* Of these thirty-six 
. plants, however, seventeen were distributing plants 

opcmtion in only and bought their product. The results of mum- 
"""^ '^^ cipal operation in Massachusetts have varied consid- 
erably. In many cases the community has obtained its street light- 
ing at lower figures than otherwise obtainable, and has received a 
good quality of commercial service at reasonable rates. In all the 
municipal plants in Massachusetts the maintenance of a deprecia- 
tion fund, usually three per cent, is compulsory. Any deficit in- 
curred in the operation of the plants is made up from tazes. Owing 
to the almost limitless number of factors which enter into the ques- 
tion of the success or failure of municipal operation, it is almost im- 
possible to say what the true results have been. There is nothing 
to show, however, that in most cases municipal operation has not 
worked out reasonably well. 

There has been a considerable spread of munidpal ownership and 
operation of lighting plants outside of Massachusetts. In 1913, 
the total number of murudpal central electric stations 
owDenUpuKi in the United States was 1562 as against 3659 stations 
vS^iothe privately owned and operated.* When we try to 
" "*"* arrive at the comparative results of munidpal and 
private operation throughout the United States, we find the same 

* Acti ig!4, chop. 74J, sees. 99 to i«s. 

* SesAte BQl no. 538, approved June j6, 1913; taua iqij. p. 455- 

* Lavs IfOf, chap. 499, sets. i7g7M-74 lo 1797M-S6, as amended by Laxn igofh 
chap. 113, and by Lavis iqh, chops, u and 596, and by Laws iptj, cbap. ifio. 

* See TvttUy^iMk Antumt Report, Board of Gas and Electric Light Cotnmnaioa- 
en, pp. 109-11. 

* Dcputmcnl of Commerce, Bureau ot the Ccosui, Bulletia 114 (WaUtiogtoii, 
>9'4), p. 14. 
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difficulties as in Massachusetts. The differences in the compara- 
tive size of the municipal and private stations, in the character of 
the community served, in the proportions of lighting and of power 
business, in the amounts charged to depredation and in the meth- 
ods of keeping accounts, make a comparison of financial results at 
present of very little significance. If we attempt to compare serv- 
ice, we will find almost always a difference of opinion. The munici- 
pal electric lighting plant in Detroit is referred to usually as a 
success. It has been in operation since 1895, and, except the plant 
in Chicago, is the largest municipal lighting plant in the United 
States. Detroit has secured its lighting on terms which compare 
favorably with the prices charged by private companies in other 
cities. The plant is managed by a Public Lighting Commission in 
much the same way as a board of directors would conduct the affairs 
of a well-managed private corporation.' The municipal electric 
light plants in South Norwalk, Connecticut, Allegheny, Pennsyl- 
vania, and Chicago, Illinois, all have been cited as confirming the 
wisdom of municipal ownership and operation.' Municipal opera- 
tion of gas works in Philadelphia, on the other hand, proved a fail- 
ure and was abandoned.' The results of an investigation of the 
commission on public ownership and operation of the National 
Civic Federation, published in 1907, show that it is possible to ob- 
tain two opmions almost diametrically opposite on the questions 
of service, rates, and general success or failure of municipal as 
against private plants. 

In Great Britain and Germany, there has been a much greater 
development of municipal ownership and operation than in the 
United States. In both countries the properties usu- Municipal 
ally have been operated without loss (after making ^1""";^'* 
due allowances) and in some cases with considerable Europe 
profit. Where changes have been made during the past few years 
from private to municipal operation, they have resulted, in most 
cases, in better service. The service given, however, is very much 
less developed than that furnished under private management in 

' John Fairlie, Essays in Municipal Administration, New York, 1908, pp. 319-99. 

' E. W. Bemis, "Municipal and Private Operation of Public Utilities," Report to 
the National Civic Federation, Commission on Public Ownership and Operation 
(New York 1907), vol. i,part i,pp. 163, 169, 175. 

* /^.,p. t4(j,andFairIie,p. 371. 
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the United States." Municipal operation of street railways in 
Great Britain, particularly in Glasgow, Scotland, and in Liverpool 
and Leeds, England, has proved on the whole satisfactory. It has 
resulted in extension of service and usually in a reduction of fares. 
It has also resulted favorably from a financial point of view.* It is 
to be remembered that municipal operation of tramways in Great 
Britain has been developed for the most part under fairly good 
political conditions. Among the well-known municipal gas plants 
in Great Britain may be mentioned those in Birmingham, Man- 
chester, Leicester, and Glasgow. London has several municipal 
electric plants which appear to have shown a fair degree of suc- 
cess.' Outside of Great Britain, we find in Vienna the largest mu- 
nicipal street railway system in the world and also municipal gas 
works; in Bologna, Leghorn, Padua, and Pisa, Italy, we find munic- 
ipal gas plants.* On the whoie, the service furnished by these 
municipal utilities in Vienna aJid in Italy has been at least fair, 
although less developed than the service furnished under private 
operation m the United States. The rates charged have not been 
particularly low for the service furmshed. The financial results 
appear to be fairly satisfactory.' To sum up, perhaps it is fair to 
say that municipal operation of public utilities in Europe has gjven 
reasonably sarisfactory results. The political conditions have been 
more favorable than in the United States. 
Purchase and operation of public utilities by municipalities in 
the United States involve fewer difficulties than 
public ownership and operation of the steam railroads. 
Under our present fairly satisfactory system of state 
regulation of local utilities, however, municipal own- 
ership • of these properties seems even less necessary 
than government ownership of railroads. 

' Fairlie. p. 17a. 

1 "Municipal and Private Opcntioc of Public Dtitiljes," Report to National Civic 
Federatkn, CommtssoD on Public Ownership and Opcnitioa (New Yorit, 1907), voL t, 
pan I , pp. 163 to 197, See abo Ibid., voL n, part 1, " B^it)^h Tramwayi." 

* FaiHk, p. 301. 

* Ibid., pp. 3»S->8 and 341-49. ' Ibid., pp. 3>s~»8 and 34^^49' 

* For several inlemting anicia on municipal owuenhip and on the relation of the 
public to public-service rorporatioiis, see " Public PoUdet aa to Municipal Utilitka," 
in Ihc AHnaU ol the American Academy of Political and Sodal Sdcncc, vol. Lvn. 
00. 146 (J&ouuy, tgts). 
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We have confined our discussion of public-service corporations 
so far mostly to street railway, gas, and electric light and power 
companies operating in local communities. There is Reiatioaot 
another large class of public-service corporations ■ — comjKinfes^to 
the telephone companies. These companies do usually "" p"'^''= 
an interstate business. The question of the relation of these cor- 
porations to the public is a perplexing one. The telephone business 
is in its very nature of a peculiarly monopolistic character. We 
ourselves feel that the final solution will be either ownership and 
operation by the Federal Government or operation of the proper- 
ties as a unit under a federal Ecense or charter — with the same 
sort of regulation as to service, rates, and capitalization as is pro- 
vided in the authority of state commissions over public-service 
corporations located wholly within one State. 

A recent report of the Postmaster-General of the ^^ ^ ^^ |[,g 
United States ' made the following suggestions: — postmaster- 

(i) That Congress declare a government monopoly telegraph and 

11 .T i_ J . 1 i_ 1- J telephone hnei 

over all telegraph and telephone lines and over 
certain other means of communication. 

(2) That Congress acquire by purchase at appraised value the com- 
mercial telephone network, except the farmer lines. 

(3) That Congress authorize the Postmaster-General to issue, in his 
discretion and under such regulations as he may prescribe, revoc- 
able licenses for the operation by private individuals, associations, 
companies, and corporations of the telegraph service and such 
parts of the telephone service as may not be acquired by the 
Government. 

The report states that the United States is the only one of the 
leading nations which has left to private enterprise the ownership 
and operation of telegraph and telephone facilities. 

It is undeniable that the telephone business comes as near to 
what may be called a legitimate government mo- 
nopoly as any public-service business still in the exdiSle ngi- 
hands of private owners. Furthermore, there would F^"'JjGovem- 
be certain economies in the operation of telephone "f^t ol ,. 

... . ■ 1 1 , - 1 telephone lines 

lines m connection with the postal service^ such as 

the use of the present real estate of the postal service and the use 

' GovtmtnaaOjimerslUp oj Eiectrkai Means oj CommmiU^i<m,tiACaD%.t 2dSest., 
>■ 339, P- 13. 
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of stamps for the coIlectioD of charges. If these properties are not 
takfn over and operated by the Federal GOTcmment, or taken over 
by the Govcnunent and operated by pm-ate coiporations under 
there should be established, it seems to us, exclusive 
federal regulation of the pri\-ate corporations. 

Another class fA properties where the question of possible fedoal 
control enters in are the water-power de%'elopnients on navigable 
w«ta-poMr streams. Undoubtedly the Federal Government has 
^liiiliipnnii tjjg j^t (o exercise over these properties any degree 
of control that it sees fit. On the other hand, the States where any 
particular water-power de\-elopments may be situated are likely 
to feel that regulation belongs to them. There were introduced in 
the Sixty-third Congress various bills dealing with this subject. A 
suggestion which has in it many reasonable features for a settle- 
ment of this question is as follows: — 

(i) Public ownership, federal or state, of the site and of the 
water-power. 

(2) Lease to a private corporation for operation. 

(3) Control over competition, service, and rates by some com- 



It seems to U5 that federal ownership of the site and water-power, 
lease to a private corporation for operation and control over com- 
petition, service, and rates by some federal commission, would be a 
reasonable solution in the cases of corporations doing an interstate 
business, and a ^nular programme with the State substituted for 
the National Government in the cases of corporations doing a busi- 
ness wholly within one State. The same danger of conflict of 
authority, however, together with the fact that the Federal Gov- 
ernment has ultimate control over navigable streams, may make it 
desirable to have the whole matter considered a concern of the 
Federal Government. It is to be hoped that the settlement of this 
problem will not be such as to discourage the development of 
water-power. 

In the entire matter of the relation of public -service corporations 
Brokd 1 tl *° ^^^ public, there is likely to be from time to time 
al iiuhllc-jer- more or less of a see-saw between abuse of opportu- 
^murtu' nities by private interests and over-severitj- or nar- 
'*'*• lowness on the part of the public or its rcprcsenta- 
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lives. Regulation by commissions may swing like a pendulum 
from a policy of undue interference and repression to a policy of 
undue subservience to corporation influence. It is well to remem- 
ber, as Mr. Vail, president of the American Telephone and Tele- 
graph Company, has said in substance, that the prosperity and 
even the existence of the public-service corporation is dependent 
in the last resort on the good-will and acquiescence of the public' 
Only on the basis of giving good service at reasonable rates, obey- 
ing the laws and recognizing public opinion can private ownership 
of public-service corporations endure. 

In an attempt to make clear certain principles governing the 
safety of public-service corporation bonds, we have Debt and eam- 
discussed earlier in this chapter the relation of debt to ISmra''"'''''^ 
property or assets. We wish now to say a few words «"Po"t''™» 
about earnings. 

In the matter of gross earnings, public-service corporations have 
shown a marked degree of growth and stability over a long series of 
years: for instance, whereas the gross earnings of gj^.Qj, , 
steam railroads, operating 199,726 miles of road, for gross earning* 
the year ending December 31, 1908, — the first full Mrv^ce 
year after the panic of 1907, — showed a loss of 11.90 <^*"p°"'"'^ 
per cent compared with the previous year,' the gross earnings of 
forty representative public -service corporations for the same period 
showed an increase of about 7,15 per cent.' Again, railroads oper- 
ating 249,726 miles of road showed for the calendar year 1914 a 
loss in gross earnings of 6.79 per cent compared with 1913/ 
whereas forty representative public-service corporations showed 
for the same period an increase of about 4, 13 per cent.* The experi- 
ence of most public-service corporations has been that of a more or 
less steady increase in gross earnings through good times and bad.' 

' See Address of Theodore N. Vail, Presideot, at the opening of the Annual Coa- 
ferenrc of the Bell Telephone System, New Yort, October, 1913. 
' Cammaciai and Financiai Ckronide, "The Financial Review" (AnnuaJ, itjis)i 

• Figures from Messrs. N. W. Hanis ft Co,, Inc. 

• Commercial and Financiai CAranide, "The Financial Review" (Annual, igis), 

' Figures from Messrs. N. W. Harris ft Co., Inc., in letter dated March 30, igij. 

' During the current year (1915), the "jitneys" have cut bto the earnings of street 

railways somewhat seriously. Our opinion is that the "jitneys" ultimately will serve 
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In the matter of net earnings, we give below some figures for net 

earnings per one hundred dollars of outstanding securities of gas 

and electric companies in most of the large cities 

cKDings ^j ^^ United States as compared with figures for 

railroads and industrial concerns: — 

Net earnings per one hundred dollars of outstanding securilies 
1902-11, inclusive 

Gas and electric companies $8-45 

Industrials 7.79 

Railroads 4J5 

As illustrating the freedom from dangerous fluctuations in 

net earnings, the following figures giving the average annual 

amount of securities in receivers' hands per one 

Net earolog* , , , , „ , ,. .... 

■Dd recdvo- himdred dollars 01 outstandmg securities dunng a 
"* period of thirty years, from 1882 to 1911 inclusive, 

may be of interest: — 

Gas and electric companies t .37 

Railroads 1.84 

Industrials 2.07 

The above figures show a far better record as to receiverships for 
gas and electric companies than for railroads and industrials.' 

We will refer briefly to the question of receiverships and reor- 
ganizations of public-service corporations. The same problems of 
readjusting capitalization and exchanging old securi- 
wui Rnrgani- Ues for ncw as we found in the cases of steam railroads 
** *"" have arisen in the cases of public-service corporations. 

Interesting reorganizations are those of the Michigan Telephone 
Company (1904), controlling the Bell Telephone business in the 
State of Michigan; the Chicago Union Traction Company (1907), 
controlling a large part of the street-railway business in Chicago; 
the Hudson River Electric Power Company (1911), controlling 
hydro-electric plants in New York State; and the Metropolitan 
Strect-Railway Company {1911), controlling most of the surface 
street-railway lines in New York City. 
prindpsUy u useful feedcn nther than u dAngcrous coropctiton d the street nit- 

' Infonnatioo obtained from pamphlets published by Messn. Hemy L. Hobaty & 
Co., dMed Fefanury 30, 191J, and Apdl 11, igij. 
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The properties of the Michigan Telephone Company were sold 
at foreclosure to interests representing the bondholders November 
4,1903. There had been default in interest due July I, Rcorgadiation 
1902, on $4,715,000 mortgage bonds. As is usual in ganTeiephont 
such cases, many reasons may be brought forward to cumpaoy 
account for the default. In a general way, it may be said that the 
community served had grown too fast for the company. Rapid 
extensions were required, the rates were too low to pay a fair return 
on the new capital, and the physical condition of the properties 
deteriorated. On the whole, the management was not able to cope 
with the situation. There was, moreover, considerable competition 
from independents — especially in Grand Rapids. The attitude 
of the public was unfriendly. There was a considerable Soating 
debt held largely by the same interests that controlled the stock. 
The physical properties of the company had been appraised at an 
amount considerably in excess of the bonded debt. The price 
obtained at foreclosure sale^ was $4,100,000 — compared with a 
bonded debt of $5,000,000. The company was reorganized accord- 
ing to plan shown in the table on page 242, 

This reorganization may be said to have been entirely in the 
interests of the old bondholders. In December, 1909, the market 
value of the securities received in exchange for each $1000 of old 
Michigan Telephone 5 per cents was, at the bid prices, exactly 
$1300.^ Later, about ninety per cent of the common stock of 
the Michigan State Telephone Company was exchanged for 
stock of the American Telephone and Telegraph Company on 
the basis of five shares of the former for four shares of the 
latter. 

The properties controlled by the Chicago Union Traction Com- 
pany — operating mostly on the north and west sides of the City 
of Chicago — were sold at foreclosure to a protective Rcorfranization 
committee January 25, 1908. Many of the old fran- unjon t1"^m 
chises had expired, and the so-called "Ninety-nine- company 
Year Act" — which the companies had considered gave them the 
light to operate all their lines in the city of Chicago — had been 

' Commerical and Finaiicial Chrtmkte, vol. 77, p. 1750. 

' Bank and Qiiotation Section of tbe Commercial and Firtancuil CkronicU, Decem- 
ber 4, 1909, pp. 31 and 48. 
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held by the United States Supreme Court ' to be not a franchise. 
There began a long fight, led by ex-Mayor Dunne, for municipal 
ownership and operation. During this fight the physical condition 
of the properties deteriorated badly. The holding company — the 
Union Traction Company — was grossly overcapitalized and was 
justly unpopular. Receivers were appointed for the North Chicago 
Street-Railroad Company and the West Chicago Street-Railroad 
Company, the two leading operating companies, in April, 1903.* 
At foreclosure sale,' the price obtained for the combined properties 
was $2,090,000, compared with a total debt of $33,490,126. The 
companies were reorganized in accordance with plan shown on 
page 244. 

This reorganization was in the interests, partly of the old secur- 
ity-holders, but more in the interests of the public. Perhaps its 
primary object was to make possible the giving by the successor of 
the old companies of adequate street-railway service to the city of 
Chicago. The old security-holders have not under all the circum- 
stances fared particularly well up to date. 

The properties of the Hudson River Electric Power Company 
and its seven controlled companies were sold at foreclosure sale 
August 29, 1911. The troubles of the old companies, R«i,gnniiation 
besides the complicated nature of their relations to one °'. ^^' H'"^*?'' 
another, were due mainly to unexpected engineermg Power Cam- 
problems which resulted in greatly increased costs cont^lled' 
£ind finally in overcapitalization. There were in addi- ™ -companies 
lion these difficulties: inadequate control of the water flow and 
inadequate steam reserve, low-priced contracts, poor earnings, and 
lack of strong financial backmg. Receivers were appointed in 
November, igo8.* The price obtained at foreclosure ° — including 
the property of the Madison County Gas and Electric Company, 
sold August 31, 1911 ^was $7,675,000, compared with a totaJ 
debt of the old companies of $11,965,667. The properties were 
reorganized in accordance with plan given on page 245. 

' Act approved February 6, 1865 (amending an art approved February 14, 1855, 
and an act approved Februaiy zi, 1S61}, entitled " An Act concerning hone railways 
in the City of Chicago." See Blair ». Cily of Cbicago,etc,aoiU.S.4oo;a6Sup.Ct.427. 

' Poor's Manual of Raitroads (1907), p. 1085. 

' ConnntTciai and Financial Chronide. vol. 86, p. ^84. 

* The Corporation Service (ipio), p. 1733. 

' Comtnerdol and Finanaai ChtonkU, voL 93, p. sga. 




^1 



i 

III 



I ■ 



^l!l!liliiliissHJi?1aiiil 



8 S| 8| I I 



1 I iiiiiiPiiii 

if;|iilil|i8!s*iis1sl 



mmmmmm 



I I 



1 I? 

llll 

I -I 
111 




PUBUC-SERVICE CORPORATION BONDS 



* J;3 H^ tij °&tl 

g.sa-33gS|82 



245 






2? 



F 






s S"-" S2 S Si *-■" 



9 S'E 31 9 






sisl|!f|lf|-is||ii2| 

■iE|il«r£l'ilJiilEat£|£ 



p 



I 

i 
pi 

III 



246 AMERICAN ANB FOREIGN INVESTMENT BONDS 

This reorganization, like that of the Michigan Telephone Com- 
pany, was entirely in the interests of the old bondholders. There 
was made, however, a sharp distinction between the old bonds of 
the Hudson River Electric Company, the Hudson River Electric 
Power Company, and the Madison County Gas and Electric Com- 
pany, as compared with the old bonds of the other five companies. 

The lines of the Metropolitan Street-Railway Company — con- 
trolling most of the surface street-railway traffic in New York City 
— were sold under foreclosure December 29, 191 1 . As is usual in 
such cases, the causes of the trouble were many and various. There 
was great congestion of traffic; and owing to the building of the 
ReoTguuuii'oD subways, the traffic had to be moved under changed 
un'si^i^S-"" conditions. Through the liberal giving of transfers, 
way Compsoy tjjg average fare had been reduced beyond the point 
of profit. Added to these causes were heavy cost of repair work 
and increased expenses in other directions. There had been also 
gross over- capitalization, waste of assets, and mismanagement 
The physical condition of many of the lines became deplorable. 
Receivers were appointed "about" September 27, 1907. > At fore- 
closure sale ' the price obtained for the property represented by 
the old 5% bonds was $10,000,000, and for that covered by the 
refunding 4% bonds, $2,010,000, or a total of Si2,oio,ooo. Tias 
compared with a total debt held by the public before reorganiza- 
tion of $53,585,000. The properties were reorganized in accord- 
ance with the plan shown on page 247. 

This reorganization was a good deal Uke many steam-railroad re- 
organizations. There was an effort to recognize all interests — in- 
cluding those of the old stockholders. As in most steam-raihroad 
reorganizations, the stockholders were assessed to furnish new 
capital. 

It is to be noted that in the two street-railway reorganizations 
treated above, the total debt after reorganization was 

SiunmMy ol . ■ . , , t , . . • 

(mil rcgrsui- Considerably greater than before reorganization. In 
""""^ the case of the New York Railways Company, how- 

ever, a large part of the new debt was represented by bonds the 

> Plan atid Atreemtnl for lie RiprganiMlum ej Iht Metropolitan Street-Railway 
Company, p. 1. 

> Commerciat and Financial Cironicle, vol. Qj, p. 17S7. 
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interest psyments on which were conditional, and in the case of 
the Chicago Railways Company, by bonds bearing at &rst reduced 
rates of interest. Both reorganizatioas sought to reduce largely 
stock capitalization. In the other two reorganizations discussed, 
— that of the Michigan Telephone Company and that of the 
Hudson River Electric Power Company and its controlled com- 
panies. — the debt was reduced after reorganization. In the four 
reorganizations the principal methods of raising new capital were: 
Michigan Slate Telephone Company, sale of new securities to old 
bondholders and to bankers; Chicago Railways Company, sale of 
new first-mortgage bonds to bankers; Adirondack Electric Power 
Corporation, sate of new first-mortgage bonds to bankers; New 
York Railways Company, assessment of certain old noteholders 
and of old stockholders. 

In summarizing the dtuation of public-service corporations we 
stuninary ot would Say: (i) that pubUc-service corporations to-day 
po^c^ervicc ^jc recognized generally as regulated monopolies; and 
corporations (jj ^^^^^ j^g stability of the business and earnings of 
such corporations are very great. 

In trying to determine the safety of any given issue of public- 
service corporation bonds, many of the same considerations prevail 
„ , , as in the case of steam-railroad bonds. A first-mort- 
Wrong public- gage bond of a street-railway, gas, electnc light and 
r«ii<m bond power, or telephone company, having a large margin 
""" of property above its debt and located in an important 

community, is, other things being equal, well secured. Examples 
of exceedingly strong public -service corporation bond issues are: 
New York Telephone 4^% 1939, Cleveland Railway 5% 1931, 
Detroit Edison 5% 1933, and Laclede Gas Light (St, Louis), first 
S% 1919. The New York Telephone 4}% bonds are part of a 
closed mortgage for $75,000,000 (S3.340.75o of which have been 
retired by sinking fund), and are secured by a first lien, subject oidy 
to $3,483,000 underlying or assumed bonds, on all the property of the 
company now owned or hereafter acquired. The assets of the com- 
pany have been appraised at from somewhat over $200,000,000 to 
over $150,000,000. The company operates the Bell telephone sys- 
tem throughout the State of New York and aho in important 
territory in New Jersey. It also controls valuable lines in Penn^l- 
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vania.' The Cleveland Railway 5 % bonds are part of an outstand- 
ing issue of $5,495,000, are secured by a first mortgage on all the 
lines, and are followed by $25,784,900 capital stock representing 
property.' The company operates, under excellent franchise ar- 
rangements, the entire street-railway system in Cleveland, Ohio.' 
The Detroit Edison first 5% bonds are part of a dosed mortgage 
for $10,000,000, and are secured by a first lien, direct or indirect, on 
all the property and franchises of the company in the dty of Detroit. 
The replacement value of the company's property is estimated 
as somewhere near $31,000,000.* The company does all the com- 
mercial electric-lighting and industrial -power business in Detroit, 
Michigan.^ The Laclede Gas Light first 5% 1919 bonds are part of a 
closed first mortgage for $10,000,000, and are followed by $12,500,- 
000 junior bonds, by $2,500,000 preferred stock, and by $10,700,000 
common stock paying dividends of 7% per annum. The company 
has an unusually strong franchise, and does all the gas business in 
St. Louis, Missouri.* It is to be remembered that no issue of public- 
service corporation bonds, or of any other kind of bonds, is perfect 
in all respects. Each issue must be judged after taking into con- 
sideration aU the factors entering into its safety. 

In the early days of public-service corporation bond issues, con- 
servative bankers, in their desire to make an issue as strong as 
possible, often drew up a financial scheme which was Financial plaD 
too narrow and too rigid. For instance, many of the brmd'^fleribie 
corporation bond issues were limited in total amount *'"' ^™ 
authorized to a figure which later proved to be entirely inadequate 

* See Pooi'i Maniinl of Public Utilities (ii)is),pp. 7S1, 785, and aa6s,and Railway 
and IndusUiai Section pi the Commerciai and Financial Chronide, June 16, 1915, 
P- 159. 

* In the valuation of the property by Judge Taylor, as a basis for the franchise 
granted in 1909, 13,615,844 was allowed for franchise value. (See Electric Railway 
Section of the Commercial and Financial Ckronicie, May ai, igij, p. 31.) 

' Voot'sManui^ of Public Utililia (i9is),pp.86j-64, and Electric Railway Section 
of the Commercial and Financial Chranitk. May 33, 1915, p. 31. 

* Infommtion from dealers. The company is having made, for the Michigan Rail- 
load CommisMon, an appraisal of its property. 

* Poor's Maniiat, pp. 1894-97 and i^st, and Railway and Industrial Section of 
the Commercial and Financial Chronicle, June a6, 1915, pp- "47-48, and dealers' 
drculats. 

' Poor's Manual af Public Ulititiei (1915), pp. JOQ9-1100, and Railway and Indus- 
trial Section of the Commercial and PinaiKiol Chronicle, June 16, 1915, p. 154. 
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for the needs of the corporation. Modem practice favors an author- 
ized issue large enough to take care of all the legitimate future needs 
of the company^ but limits the actual issue of bonds in such a way 
as to keep the debt reasonable compared with the value of the prop- 
erty and otherwise make secure the loan. This enables the coipora- 
tion to finance on a satisfactory basb reasonable extensions of its 
plant and service, and at the same time it protects investors.^ In 
general, it may be said that the financial plan of a public-service 
corporation should be at one and the same time broad, flexible, 
and firm. 

One thing more remains to be said. The prices of public-service 
corporation bonds during the past ten or fifteen years, like the 

Prices of bKc- P^^^^ ^^ ^ Other bonds, have shown a considerable 
■cryice c»rpo- decline. This decline has been much less in the 

ranon bonds - ... . a.* i_ j i_ 

case of public-service corporation bonds, however, 
than it has been in the cases of state, municipal, and railroad 
bonds. Even since the war, some of the very strongest public- 
service corporation bond issues, like New York Telephone 4^ per 
cents, Cleveland Railway 5 per cents, and Detroit Edison 5 per 
cents, are selling near the highest prices at which they have ever 
sold.^ This is a recognition on the part of investors of the vari- 
ous features of strength and stability which we have tried to point 
out in this chapter. 

As a final word, we would say that the issue of 

Final test is i|» • x^i^ji-j * 

wiUingncss of pubuc-servicc Corporation bonds based on a property 
to take *^r ^"^^ busincss which the bondholders would be glad to 
Se^^^*^' take, if necessary, for the bonds is the issue which 

investors should be willing to buy. 

^ For further elaboration of this idea, see Stone & Webster, PMic Service Journal, 
Augxist, 1914, pp. 99-106. 

' Some of the less well-secured bonds, on the other hand, and bonds on some of the 
smaller properties have shown since the beginning of the war a considerable decline. 
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mDUSTRIAI. BONDS 



iNDtrSTRiAl bonds, as the tenn will be used in this chapter, 
comprise bonds of manufacturing and trading con- DeeDitioQ of 

cems induslrial boadl 

The issue of industrial bonds is a development mostly of the past 
fifteen years. The very existence of a form of industrial organiza- 
tion suitable for public financing is comparatively origin sod 
recent. In the early history of this country, business onndustrfiJ 
combinations took the form of partnerships.' Not "o™"" 
until i8i I , when the New York Legislature passed a General Incor- 
poration Act, did the movement for carrying on business by means 
of the corporation attain any importance.' This act was followed 
by similar legislation in other States.* At the beginning of the nine- 
teenth centurj-, there were in America probably not more than one 
hundred corporations — of which at least one half were in Massa- 
chusetts. By 1840, corporations had multiplied "with a flexibility 
and variety previously unknown," * Among the earliest industrial 
corporations of importance later, were the Standard Oil Company 
of Ohio * organized in 1870, the Westinghouse Electric and Manu- 
facturing Company ' incorporated in 1872, and Swift & Company/ 

' Robert L. Raymond, io Harvard Law Review, vol. xvi, p. 80. 

' Lovis of New York tStj,vo\. i,p. iiiS- (34lh Session, chap, ucvn, passed March 
», 1811.) The liret business corporation in the United States, however, sras chartered 
b Peansylvsnta in 176S: "The Philadelphia Conlributionship for Insuring Hoiases 
from Loss by Fire." {Lau/i of Pa. chap, duccvi.) See Banard Law Rman, vol. n, 
p. i6s- 

' PifWic Ad! of Connecticut 1SJ6-43, cbap. ixia, p. 49, improved June 10, 18^7. 
Lops of Michigan iSj7, ao. CXXi. i^jproved March 33, 1837. tJntil 1851, nocorpora- 
tioa could be organized in Massachusetts without a ^Kcial act of the legislature. A 
genetal law goveminR the otgonizatioa and conduct of corporations created by special 
Kt was paaaed in 180S. (SJoto. i5oS, chap. 65.) See Report of the CommiUcc on tilt 
CorporalioH Laws (1903), p. t6. P. F. Hall, The MaifackasetU Business Corporalioii 
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* Poor's Manual of Industriait ' 
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' Ibid. (i9i4)>P.955- 
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incorporated in 1885. The combination in one form or another of 
the interests of individual corporations was a natural step from this. 
Between 1899 and 1902, the movement attained large proportions. 
During this period the American Can Company, the American 
Woolen Company, the International Harvester Company of New 
Jersey, the United Fruit Company, and the United States Steel 
Corporation ' were formed by combining the business of many 
other corporations. Such units as these were large enough to need 
financial assistance from the public and important enough to appeal 
to the public with chance of success. In 1910, according to Poor's 
"Manual of Industrials," there were outstanding for the account 
of manufacturing and miscellaneous companies bonds amounting 
to $2,585,694,207 and stock amounting to $8,233,035,721, a total 
capitalization of $10,818,729,928.' 

In discussing industrial bonds, the first great difference which 
strikes one between such bonds and practically all other classes of 
corporation bonds is the greater degree of fluctuation 
in the business: that is, whereas the gross budness of 

steam railroads is likely to fall o£f in periods of de- 

inc snd tradioK pression ftom five to fifteen per cent and the business 
of street-railway, gas, or electric light and power 
concerns varies in times of general depression from a small de- 
crease to an increase, say, between five and ten per cent, the pro- 
fits of industrial concerns at such times are likely to show a decUoe 
often of between twenty and fifty per cent. We give in the tables 
on pages 253-55 ^^ i*^™ corresponding most nearly to net earn- 
ings of some of our leading industrial concerns engaged in many 
different kinds of business for the years 1903 and 1904, 1907 and 
1908, and 1913 and 1914, together with percentage of change.* 

The total period between 1903 and 1914 is too short to be conclu- 
ave or to be much more than an indication as to the fluctuation in 
any given business. Owing to the fact that very few of our large 
industrial concerns reported earnings much before 1903, it has heea 
thought hardly worth while to go back of that date. An examina- 

> For organizatioii o[ kbove corpontiooi tee Paor'i Uanual of IndtiilrialsU^tii. 
PP- 33i loJ. 'w8, 1041, tJ96. 

* Ibid. (1910), louoduclion, p. x. 

* For combioed ubic sboning percentage of change in oet cAmings for the thne 
poioda, Bee Appendix, pp. 308-309. 
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tion of the above gains or losses in net earnings during periods of 
depression shows that it cannot be assumed that any given concern 
always will show a [alling-off in earnings at such times. The per- 
formance of any given company depends much on the management 
and initiative shown. It is to be noted, however, that the United 
States Steel Corporation in all three periods showed a falling-off in 
net earnings of over thirty per cent; that the General Electric Com- 
pany showed a substantial decrease in earnings in all three periods; 
that the American Woolen Company showed a loss in net profits in 
1908 of over sixty-two per cent, and a change in 1914 from a net 
loss of $677,685 to net profits of $2,788,602; and that the American 
Locomotive Company showed a fluctuation in net earnings frora a 
gain of over twelve per cent in 1904 to a loss of over sixty-two per 
cent in 1914. These figures show the extremely fluctuating nature 
of the business of manufacturing and trading concerns. 

Another very important difference between industrial and other 
corporation bonds is the highly competitive nature, in most cases, 
Compciitivf of the business. The facts that no right of way, such 
busi^ doM by ^ ^ steam railroad requires, and no franchise, such 
»uthcoiiccna 33 ^ strcct-railway, gas, or electric light and power 
company is likely to require, are necessary for the creation and 
operation of an industrial concern, — together with the tact that 
an industrial concern can operate in an almost limitless field, — 
make, as a rule, the number of industrial concerns engaged in any 
one business and competing with each other directly much greater 
than the number of steam railroads, and, still more, public -service 
corporations, so competing. Under the regulation of rates by the 
Interstate Commerce Commission, railroad competition is drifting 
toward competition between sections of the country rather than 
between individual railroads; and competition between public- 
service corporations under the regulation of state commissions 
gradually is passing away. While industrial concerns are subject 
to a considerable measure of public control, the governing factor in 
their existence is likely always to be competition. 

Owing to the above conditions, the management of industrial 
concerns is a matter of far greater relative importance than the 
management of steam railroads or of public-service corporations 
— especially from the point of view of the safety of their securi- 
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ties. Where an entirely new business can be started without any 
great delay and where conditions of keen competi- (-^^^ maoajre- 
tion are likely to prevail, good or bad management ^^°' 's per- 
is pretty nearly the whole story.' Valuable and ef&- important 
dent plants, large working capital, control of patented ^cty '0° in' 
articles or of some necessary raw material , all are highly '*'"'*™^ '"'^ 
important and may be of great assistance in taking a corporation 
through a time of difficulty; but unless the plants are used wisely, 
economically, and profitably by the management, they may have 
very little value for any other purpose and may be rendered almost 
useless by the competition of another concern that has as good or 
better plant facilities and more ef&cient management, and the most 
impressive assets as well as other advantages may be dissipated 
under poor management. 

Owing to the fact that the management of industrial concerns 
may change at almost any time, the financing of such concerns 
should be and usually is considered in a different light q^^^^ qucsUon 
from that either of steam railroads or of public-service ""hether corn- 
corporations. It is a grave question whether strictly lactiiring or 
competitive manufacturing or trading concerns should rcmifhouki 
be bonded at aU. In the minds of many people, pubhc '^^"'^'^ 
financing through stock alone, either preferred or common, or 
through one class of stock only, is more legitimate and more satis- 
factory than creating bonded debt. 

In the cases of industrial concerns controlling important and 
valuable patents, ^ such as the General Electric Company, — or 
in the cases of concerns controlling a large amount of „ , . , 

I , , 1 T'l 1 ■ Ownership of 

some valuable natural resource like coal, iron ore, valuabEepat- 

or phosphate rock, — such as the United States Steel S^[u^ie nl? "4 

Corporation or the American Agricultural Chemical w^^oun/'f 

Company, — or concerns owning a large amount of [*£ "^"'^ '""*' 

valuable real estate, — such as Swift & Company, — Fopt,' J,'"'* 
the creation of bonded debt may seem more legiti- 
mate and more expedient.^ 



' Professor Dewing, after aji examination of thirty-two industrial reorganizations, 
says, "No business ever developed into a conspicuous success or a conspicuous failure, 
except through the ability oc taci: of ability of men." (Corparalt Promotions and 
Reorganisalions [Cambridge, 1914}, p. 3.) 

' lu fyrfain kinds of business, sometimes called specialty bu^ness — ■ like thAt ol 
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Even in these cases, however, and certainly in all ordinary com- 

petitive industrial concerns, the amount of plant 

P^ ^°' assets compared with the amount of debt should be 
conipiiici with very much greater than in the case either of steam 
greater ihin in railroads OF of public-scFvice corporations. Further- 
Mea^aiifoads morc, there should be m almost every case a large 
amount of net quick assets — that b, cash, bills 
receivable, or marketable securities. 

In almost every case, moreover, it is wiser to have 

an industrial bond issue shaped up either with a 

strong anking-fund or else as a serial issue, so that 

a reasonable proportion of the debt will be retired or 

■™" provided for each year. 

The question that we have discussed in previous chapters in the 
cases of steam railroads and of public-service corporations — the re- 
Rektion of latlon of such concerns to the public — has reached in 
Fowradusiriaj ^^ ^^^^ ^f industrial concerns an interesting stage of 
the public development. What b the relation of our great manu- 

facturing and trading concerns to the public? If such concerns are 
to issue bonds, it is highly important to know their general status. 
Do they exist legally? Do they carry on their business in conform- 
ity with law and with good business usage? Are they subject to 
interference on the part of the Government or to especially destruc- 
tive competition? On what facts and conditions does their status 
depend? In the foUowing pages we will attempt to outline or sug- 
gest possible answers to these questions. 

It may make this phase of our subject clearer if we outline the 
origin and growth of the so-called "trust problem." As stated ear- 
Hituiric lorroi Her in this chapter, business combinations in the 
^ndOT^noUhc United States 5rst took the form of partnerships. 
inut question Then, under the authority of satisfactory corporation 
laws in New York, Massachusetts, Michigan, and other States, 
business began to be organized in the form of corporations. Subse- 
quently there appeared these forms of combination: — 
(i) The gentlemen's agreement. 

This was usually an informal arrangement to maJntain prices 
Quaker Oats. Royal Baking Powder, or Baker's Cbocolate — a ncU^esUblished Uade- 
inark, built up (hroush advertising, is &□ asset of great value, but hardly of a kind 
ndtAble lof banding. 
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and sometimes to regulate production, and was illustrated in the 
cases of the United States Leather Company, the Glucose Sugar 
Refining Company, the National Cordage Company, and the 
United States Shipbuilding Company.^ 

(2) The pool. 

Under this plan several concerns engaged in a similar business 
agreed to divide the territory among themselves, to regulate the 
selling price of their commodity, and generally to establish a com- 
munity of interest. This form of combination was illustrated in 
the cases of the glucose, cordage, and steel business.* It was finally 
held to be ill^al,' and became as far as known practically non- 
existent. 

(3) The strict or true trust. 

Here the several properties intended to be combined were trans- 
ferred to individuals as trustees, who issued certificates of bene- 
ficial interest. The trustees managed the business of the several 
combined properties and paid dividends on the certificates issued. 
Examples of this form of organization were the old Standard Oil 
Trust, the Sugar Trust, the Whiskey Trust, and the National Cor- 
dage Association.^ This form of organization also was held to be 
iUegal,^ and practically passed out of existence.* 

(4) The large corporation — often in the form of a holding company. 

The prohibition of pooling and the illegality of true trusts had 
the eflFect of driving practically all "big business" into the cor- 
porate form.' 

This is the origin of what has loosely but commonly been called 
the "trust question."* 

There are certain obvious and legitimate advantages of combi- 
Economic nation, or perhaps we may say of great size. Among 

S^mwSSSSnir thcsc may be mentioned : — 
of great size (j) Ability to handle large orders. 

(2) Ability to buy in large quantities and therefore more cheaply. 

1 Corporate Promotions and ReorganUalionSf p. 519. ' Ibid,, pp. 76, 114, 520. 

* United States v. Addyston Pipe & Sted Co., 175 U.S. 211. 

* Corporate Promotions and Reorganizations , pp. 11(^17. 

* People 9. The North River Sugar Refining Co., 121 N.Y. 582; State 0. Standard 
Oil Co., 49 Ohio St. 137. 

* Report of Industrial Commission, vol. xnc, p. 607. 

' Ibid., vol. xm, p. 6. It is interesting to note that the cordage industry passed 
through all four forms of organization. (See Dewing, Corporate Promotions and ReoT' 
ganizations, p. 518.) 

' For above account see Robert L. Raymond in Harvard Law Renew, vol. xvi. pp. 
80-81; Francis Lynde Stetson in Atlantic Monthly, vol. ex, pp. 31-32; and Dewing, 
Corporate Promotions and Reorganisations, pp. 518-21. 
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(3) Ability to sell in large quantities and therefore at a smaller 

percentage of profit. 

(4) Ability to utilize waste. 

(5) Ability to save charges of transportation by shipping from 

the plant nearest in location to the consumer. 

(6) Ability to specialize labor. 

(7) Opportunity for experimentation. 

These are what may be called the economic advantages of com- 
bination' or of great size. 
There are also advantages of one kind or another in the combi- 
nation of competing concerns in some form of organiza- 
tion. Among these may be mentioned: ^ 

(i) Sa\'ing in the cost of management or superin- 
tendence by the elimination of duplicate staffs, 
(a) Reduction in tbe number of salesmen. 
(3) Greater control of output and prices. 
These may be called some of the savings of the wastes of com- 
petition.' 

Possible dis- Very often these tbeorerical advantages are offset 

J^^^^"' m practice by factors having an opposite effect. 
oprntioQ p(,r instance: — 

(i) Large companies in purchasing a great amount of raw ma- 
terial sometimes push the price up against themselves, 
(a) Large concerns often are less able to avoid over-producrion 
in a falling market. 

(3) Heavy investment in specialized machinery sometimes makes 
a large concern peculiarly susceptible to changes in trade 
conditions. 

(4) The combination often is unwilling to change its methods 
of production or distribution m accordance with improve- 
ments in technique.* 

To this class of difficulties may be added: — 

(i) The unwieldy size of some combinations has made almost 

impossible the obtaining of management able to cope with 

such a large situation. 
(2) There is likely to be too great difFu^on of rcsponability in 

the management of very large imits. 

' Sec Raymond in Ilanard Law Reriew, vol. xvi, pp. 81-S3. 
Ibid., pp. 83-K4- ' See Dewiog, pp. 55&-6a, aiid s64-6i. 
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(3) There is usually a lack of acquaintance on the part of the 
management with individual employees. 

(4) There is likely to be a lack of loyalty or single-mindedness oa 
the part at least of some of the officers. 

(s) There is likely to be a lack of attention to the laborious parts 
of the business by higher officials. 

(6) The methods of marketing the product may be too mechan- 
ical. 

(7) There may be prejudice on the part of customers against 
improved methods of conducting the business. 

(8) There may be prejudice on the part of the customers against 
"trusts." 

(9) The combination is likely to be susceptible to political and 
legislative attacks and sometimes to blackmail.' 

In actual practice, the disadvantages of combination or of large 
size often have more than offset the advantages. 

Such concerns as the Standard Oil Company, the American Brass 
Company, and the American Radiator Company have been able 
to evolve management which has given them in prac- suicouful and 
tice all the advantages of large-scale"operation; on the u'J^t^l^ 
other hand, other concerns, some of which we shall "P^ratioQ 
discuss later in this chapter, seem to have been handled in such a 
way as to develop most of the disadvantages and very few of the 
advantages of large-scale business. It is interesting if not wholly 
significant that in a Ume of general depression, such as the latter 
part of 1914 and the early part of 1915, the United States Steel 
Corporation showed record low earnings, whereas the Bethlehem 
Steel Corporarion, under the personal management and initiarive 
of Mr. Schwab, showed the largest net earnings in its history. 

Neither the advantages nor the disadvantages of combination 
or of size should be confused with what may be called Distinction 
monopoly control. Monopoly control means the between ad- 
power to control the situation — the power to dictate ndviniapa oi 
terms to the laborer and the power to fix the price of siie and mono- 
goods to the consumer. Briefly, it is the power to do i"* """ 
as one pleases.' 

' See Dewing, pp. 558-61, and 564-*s. 

* See Robert L. Rajmond in Harvard Law Setiets, vol. xvi, pp. 82-&4. 
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Desire (i) to secure the advantages of aze, (2) to save the wastes 
of competition, and (3) to secure monopoly control, have been the 
three leading reasons for the combination of industrial 
concerns.' 

If there is to be combination, there are many 
advantages in combining in the form of a corporation. 
In a corporation: — 

(1) Many persons are able to act as a single legal entity. 

(2) There is continuity of existence. 

(3) The liability of stockholders is limited in amount. 

(4) There is ability to raise a large capital because of the lim- 
ited liability and the convenience of transferring evidence 
of ownership or stock certificates. 

(5) Actual management may be entrusted to a small body of men 
usually called the directors. 

The corporation is the only known form of organization in which 
aJI these advantages exist together.* 

The combining in the form of a corporation immediately places 
the corporation under possible public control; for the corporation 
Tlw corpora- dcrfves Its vcry existence from the public' If a given 
io'*^'bUc'*^'^ corporation is engaged in interstate commerce, — and 
(octroi most large corporations are, — it becomes subject not 

only to state, but to federal control. 

Except in a very limited way, this control was not exercised in 

any form by the Federal Government until 1890. The development 

of great combinations of capital in the form of cor- 

Eninmral of ° . ... . , 

tbt shrrmin pofations, ~ comodcnt with an almost phenomenal 
n - rust w gj,Q^jjj ^ population and resources in the United 
States, — together with a growing fear on the part of the people of 
the economic and social evils possible under the circumstances, led 
to the enactment in 1890 of the so-called Sherman Anti-Trust Law.* 
The provisions of this law later were made applicable specifically 



> Anothn' reason often has been the destre of promoten 
out of the promotion of tlie combinatioii or the dealing in 

■ Sec Harvard Law Rmav, vo). xvi. p. 93. Some people would 
usodations from this statement. 

' Sec Wiliiston on " Hblory of Law of Busioesa Corporations before 
La<t Rmev, vol. 11, p, 111. 

• Act July 3, 1890 (16 Stftt. L. iwj). 
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to imports from any foreign country,' as well as to foreign and 
interstate commerce as a whole. 

The important provisions of the Sherman Anti- Leadioepto 
Trust Law are as follows: — visions of ih< 

Shfnnan Anli- 

Section I. Every contract, combination in the form of 
trust or othen^Tse, or conspiracy in restraint of trade or commerce 
among the several States or with foreign nations is hereby dcciared 
to be illegal. (Such acts are made criminal and penalties are pro- 
vided.) 

Section 2. Every person who shall monopolize or attempt to monopo- 
lize, or combine or conspire with any other person or persons to monop- 
olize any part of the trade or commerce among the several States or 
with foreign nations shall be deemed guilty of a misdemeanor. . . . (Pen- 
alties are provided.) 

These provisions remain in force to-day. Until recently, this 
was the statute under which all federal suits against alleged illegal 
combinations in restraint of trade were brought. 

How has this law worked in practice? To what extent has it been 
enforced? How has it been interpreted by the United States Su- 
preme Court? Are its provisions as now interpreted 
wise or unwise? The answers to these questions will shetman Law 
lead us far in estimating the present status of great 
industrial corporations in their relation to the public. 

The Sherman Anti-Trust Law has been enforced intermittently, 
spasmodically, and at times almost arbitrarily. Under President 
McKinley, it was hardly enforced at all; under Presi- Enforcement 
dent Roosevelt, it was enforced, it has been charged, "' '^^ ''" 
against his enemies and not enforced against his friends; under 
President Taft. it was enforced apparently impartially, but under 
a conception of the Attorney-General as to what constituted a 
dangerous share of the total business in any given industry. All 
efforts at enforcement have been confined to a comparatively few 
cases, owing to the phj-sical impossibility of instituting court pro- 
ceedings — the only method of enforcement provided — against 
any large number of offenders covered by the act.* 

» Act August »7, i8o4 (18 Stat. L. 570), as amended by Act February i?, 1913 
{37Stat. L. 667). 
' See J. H, Benton, "The Shemian or Anti-Trust Art," reprinted from YaU torn 
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The early interpretation of the Sherman Anti-Trust Law by 
Eaiiy iDierprc- th^ United States Supreme Court established these 
KX"^' principles: - 

Supreme Court (j) Any combination wluch directly restrains inter- 
state trade is illegal. 
{2) A holding company is a combination. 

(3 )Restraiiit of trade means any restraint and not merely an unrea- 
sonable restraint. 
(4) Direct restraint of trade means restrant in some degree sub- 
stantial, 
(s) Trade is restrained by the ending or limiting of competition among 
the members of the combination as well as when the business of 
others is injured, 

(6) The mere power to restrain trade is sufficient to bring a combina- 
tion within the act. 

(7) This power need not be broad enough to cover the whole country 
or even a large part,* 

Until recently, this drastic and sweeping interpretation of the 
Sherman Anti-Trust Act was the law. 

In its most important phase the law, as thus laid down by the 
United States Supreme Court, was a departure, not only from the 
This inicrptc- apparent intention of Congress when passing the Sher- 
partur'fr^ ™^"^ Act,' but also from a well-established rule of the 
common lair common law. This rule was that "restraint of trade 
or commerce" meant a restraint that was unreasonable.* In two of 
the cases in which a majority of the court held the Shennan Act 
applicable to any direct restraints of trade, opinions were delivered 

Journal, March, 1909. pp. 7, 13, 14. Tliis article gives a complete list of suits ia equity 
brought by the Attorney-Genera] under the ShcrmiLQ Act up to January i. i90g. 

' Robert L. Rftymood in /yoiTordLoiiiRmne, vol. xxra.p. 373. See United States 
f. E. C. Knight Ctanpany, 156 U.S. i; United States «, Trans-Missouri Frdght Asso- 
dation. 166 U.S. 190; United States p. J<nnt Traffic Association. 171 U.S. 505; U(^ 
kins V. United Sutes, 171 U.S. 57S; Anderson t. United States, 171 U.S. 6<h; 
AddystoD Pipe & Steel Co. r. United States, 175 U.S. ai; Montague ». Lowry, 193 
U.S. 381 Northern Securities Co. ». United States, 193 U.S. 197; Swift r. United 
States, 196 U.S. 375; Harrinuui ». Northern Securities Co., 197 U.S. 144; Bowd o( 
Trade of Chicago ». Christie Grain & Stock Co., 19S U.S. »36; Loewe », Lawtoc, loS 
VS. 374; Continental Wall Paper Co. r. Vcnght & Sons, iii U.S. 137; Aiaericaii 
Banana Co. ». United Fruit Co., 113 U.S. 347- The Sherman Law never hu beta 
intopreted by the Supreroe Court as regards fordgn commetoe, (.Public S»wle» 
Reguialirm and Federal Trade Rtforta, January t, 1915, p. 11.) 

' S« Conptisional Rrcord, vol. xxt, part 4, pp. 3146, 3148. 

' See mniam F. Dana in Hanard Law Review, vol. XVt, pp. i 
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insisting on the old common-law meaning, that is, unreasonable 

restraints. ' 

The above interpretation could not last. It made illegal every 

combination directly restraining interstate commerce, whether 

such restraint was reasonable or unreasonable. It ... 

. , . 1 T. - 1 T™' mterpre- 

made practically every business man m the Umted ution could 
States liable to criminal prosecution. If strictly and ""* '^ 
universally enforced, which it was not and could not be, it would 
have brought the business of the United States as a whole to a 
standstill.' 

In later decisions of the Supreme Court, the law in j. ■ , 
substance if not in words was changed. These ded- tnHan in tte 
sions were in the famous Standard Oil and American and American 
Tobacco cases.* In these cases, the court held: — tobacco cbk* 

(i) That the Anti-Trust Act prohibited unreasonable or undue re- 
straint of interstate trade or attempts to monopolize the same in 
any and every form. 
■ (2) That trade is unduly restrained (a) by agreements which lessen 
competition among those agreeing to an extent which reasonably 
may be thought to injure the competing or consuming public; (6) 
by acts, combinations, or mere conditions of existence which rep- 
resent a purpose to acquire monopoly control. 
(3) That the Standard Oil Company of New Jersey and the American 
Tobacco Company, as shown conclusively by the purposes and 
results of their conduct, were engaged both in unreasonable or 
undue restraints of interstate trade and also in attempts to monop- 
olize the same; that therefore they were illegal under both the first 
and second sections of the Sherman Act.' 

In these deacons the Supreme Court practically reestablished 
the common-law rule in regard to restraint of trade. 
In reaching this conclusion, the court toolt as the principal test 

' See White, J., in United Stales v. Trans-Missouri Freight Association, 166 U.S. 
ago; Brewer, J., in Northern Securitiea Co. r. United States, 153 U.S. 197. 

* See J. H. Benton, from Yale Law Joumai, March, igog, p. 15. According to 
Charles R. Van Hise, the early interpretation ol the Sherman Art took us bade to the 
principles which prevailed in England irom the Middle Ages to 1S44. {Public Servkt 
Regulation, February rs, 191S, p. 9Q) 

* Standard Oil Company of New Jersey p. United States, 2J1 U.S. i (igii); United 
States I. American Tobacco Company, jji U.S. 106 (i^ri). 

* See Robert L. Raymond in Hanard Lam Review, voL xxv, pp. 35-36, and in 
Joumai oJFoUlicai Ecvmrmy, vol. xx, p. 3t&. 
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of illegality the injury of the competing or consuming pubUc. It 

, , held that interference with the right of others to trade 
GtDunds of . . . f , , 

decisions in was an unduc restraint; it considered that oppression 

uid Amerian of the public and the use of unfair methods of com- 
Tobuxocaies petition constituted attempts at monopoly. In the 
American Tobacco case, the court distinctly stated that it did not 
base its decision (i) on mere size, (a) on the mere fact of combina- 
tion, {3) on the mere extent of control over the trade. In both cases 
the court took its stand on the broad ground: "Is this a case where 
the general public is injured?" The subject of attack was not 
the principle of combination, but monopoly control and unfair 
methods, ' 

The evidence in the Standard Oil case showed that the company 
had received from railroads rebates and discriminations; that it 
Evidence on had madc contracts in restraint of trade; that it had 
J^oli^' indulged in local price-cutting, in spjing on competi- 

were bised tors, and in the operation of bogus independent com- 

panies.' The evidence in the American Tobacco case showed that 
the company paid for competing concerns prices entirely out of 
proportion to actual valuations; that in many cases it abandoned 
and dismantled plants purchased; that in practically every case of 
purchase of a competing concern it forced an agreement from that 
concern not to engage in the tobacco business for a long term of 
years; that it lowered at times the price of its product below cost 
to kill off competition; and that generally it engaged in competition 
of a sort which resulted in driving others out of business or com- 
pelling them to enter the combination. The methods by which 
the combination was brought about and control maintained were 
secretive and misleading, showing a conscious wrongdoing with 
intent to obtain master^'.' 

SundMd Oil "^^^ Standard Oil and American Tobacco decisions 

judJ^crican brought the interpretation of the Sherman Anti-Trust 
bniushi iotef- Act to a practicable and intelligent basis. They were 
aiamiui Act to in every sense of the word "reasonable" decisions. 
.wo,k^ieb^ They permitted combinaUons formed to secure the 

' Barvari Lav Review, vol. xxv. [^. 35-53. For the umounmnent o[ "nP^r 
pritid[to, MC the recent dedsioii of the English Lord Chancellor in the Salt Monopoly 
cmse. (FiMk Sertia AcfiJalion. Fcbruaiy 15, 1915, p. 101.) 

' Barwd Lam RttUm, vol. xxv, p. 35. ' Ibid., pp. 46, 49. 
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economic benefits of size or to save the wastes of competition, but 
they refused to permit combinations formed to secure monopoly 
control — that is, formed to do as the combinations pleased with 
production, wages, and prices. They refused to permit such com- 
binations by refusing to permit unfair methods. 

Combinations formed and capitalized on the basis of monopoly 
control cannot endure if competition is given a fair chance. They 
are inherently unsound. Such combinations owe their „ . 

, ... 11.,. ^f Biven a fair 

success, perhaps even their existence, to the ability to chonce comie- 
interfere with the rights of outsiders — in other words, teat monopoly 
to the use of unfair methods of competition. To pay '^°°*"' 
dividends on a capitalization representing monopoly control, a 
combination must lower wages or raise prices. The truth of this 
will be shown when we take up later in this chapter certain indus- 
trial failures. These failures, where they were not due to inefficient 
management, were due to inabihty to mamtain monopoly control 
in the face of actual or potential competition. To make potential 
competition effective is the basis of a true solution of the trust 
problem.' 

Potential competition may be made effective : (i) By giving alien 
capital a chance to know all the facts — that is, by publicity; (2) 
by insisting that combinations shall fight competition 
by fair methods only; {3) by preventing the abuse of u^krt^ch 
monopoly during the period necessary for potential ^^^"['on 
competition to become actual competition — that ^y ^^ '"^^ 
is, by some form of government inspection or super- 
vision.* These conditions will enable outsiders to compete. 

This solution of the problem has been attempted recently in 
the passage by Congress of two laws: * Enacimeni of 

,,„..., , . . . , . , Ihe Clayton and 

(i) An Act to supplement existing laws against un- Federal Trade 
lawful restraints and monopolies and for other l^JJ'j™^'"' 
purposes"; approved October 15, 1914, and com- 
monly known as the "Clayton Anti-Trust Act." 

(a) "An Act to create a Federal Trade Commission, to define its 

' Harvard Law Review, vol. xxv, p. 56; Ibid., vol. XVi, pp. 88-93; ^nd Dewing, 
Carporale Promotions and Reorganisations, p. 558. 

' Bamtrd Law Renew, vol. xvi, pp. 88-93.. 

• Acts of 6jd Congress, igij-14, Slals. L., part i, p. 730, and Acts of 6jd Con- 
pus, 1913-14, Stats. L., part i, p. 717. 
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powers and duties, and for other purposes"; approved September 

26, 1914- 

These two laws were considered in connection with each other. 

Leading pro- The leading provisions applicable to industrial 

cuyton A^ti- concerns of the Clayton Anti-Trust Act are as 

Trust Law follows: — 

Seclion z. That it shall be unlawful for any person engaged in 
conunerce,' in the course of such commerce, either directly or in- 
directly to discriminate in price between different purchasers of com- 
mo<Uties, which commodities are sold for use, consumption, or resale 
within the United States or any Territory thereof or the District of 
Columbia or any insular possession or other place under the jurisdic- 
tion of the United States, where the effect of such discrimination may 
be to substantially lessen competition or tend to create a monopoly in 
any line of commerce; Provided, That nothing herein contained shall 
prevent discrimination in prices between purchasers of commodities on 
account of differences in the grade, quality, or quantity of the commod- 
ity sold, or that makes only due allowance for difference in the cost of 
selling or transportation, or discrimination in price in the same or differ- 
ent communities made in good faith to meet competition: And provided 
further, That nothing herein contained shall prevent persons engaged in 
selling goods, wares, or merchandise in commerce from selecting thdr 
own customers in bona fide transactions and not in restraint of trade. 

Seclion j. That it shall be unlawful for any person engaged in com- 
merce, in the course of such commerce, to lease or make a sale or contract 
for sale of goods, wares, merchandise, machinery, supplies or other com- 
mo(Uties, whether patented or unpatented, for use, consumption or 
resale within the United States or any Territory thereof or the District 
of Columbia or any insular possession or other place under the jurisdic- 
tion of the United States, or ffx a price charged therefor, or discount 
from, or rebate upon, such price, on the condition, agreement or under- 
standing that the lessee or purchaser thereof shaU not use or deal in the 
goods, wares, merchandise, machinery, supplies or other commodities of 
a competitor or competitors of the lessor or seller, where the effect of 
such lease, sale, or contract for sale or such condition, a^eement or 
understanding may be to substantially lessen competition or tend to 
create a monopoly in any line of commerce. 

Section 7. That no corporation engaged in commerce shall acquire, 

directly or indirectly, the whole or any part of the stock or other share 

capital of another corporation engaged also in commerce where the effect 

of such acqui^tion may be to substantially lessen competition between 

) Ueanins intcrsUkte 01 ioidgn commerce. 
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the corporation whose stock is so acquired and the corporation making 
the acquisition, or to restrain such commerce in any section or commun- 
ity, or tend to create a monopoly of any hne of commerce. 

No corporation shall acquire, directly or indirectly, the whole or any 
part of the stock or other share capital of two or more corporations en- 
gaged in conmierce where the effect of such acquisition, or the use of such 
stock by the voting or granting of prosies or otherwise, may be to sub- 
stantially lessen competition between such corporations, or any of them, 
whose stock or other share capital is so acquired, or to restrain such 
commerce in any section or community, or tend to create a monopoly of 
any line of commerce. . , . 

Section S. That from and after two years from the date of the ap- 
proval of this Act no person at the same lime shall be a director in any 
two or more corporations, any one of which has capital, surplus, and 
undivided profits aggregating more than $1,000,000, engaged in whole 
or in part in commerce ... if such corporations are or shall have been 
theretofore, by virtue of their business and location of operation, com- 
petitors, so that the elimination of competition by agreement between 
them would constitute a violation of any of the provisions of any of the 
Anti-Trust Laws.' 

These provisions are the gist of the law. 

Other important sections applicable to industrial concerns are: 

one providing that any violation of the penal provisions of the 

Anti-Trust Laws by a corporation shall be deemed „ , . 

,,.,..,,,. „ Olhtnmpor- 

also a crime of the mdividual directors, officers, or taut proviaom 
agents who have authorized such violation;* one tadus'triaT 
providing that any person, firm, corporation, or asso- """^"^^ 
ciation shall be entitled to sue for and have injunctive relief against 
threatened loss or damage through a violation of the Anti-Trust 
Laws; * and one vesting authority to enforce sections 2, 3, 7, and 8, 
in so far as they are applicable to industrial concerns, in the Federal 
Trade Commission subject to review by the courts,* 

The Clayton Anti-Trust Act does not do away with any part of 
the Sherman Anti-Trust Law of 1890. It amplifies ciayton Act 
and supplements that law. In the opinion of ex-Presi- |I,]^^'emcnu''tbe 
dent Taft, it does not, with the possible exception of Sherman Act 
the so-called tying provision in the sale of patented articles, enlarge 

' The Anti-Trust Laws in the meaning of this act are : The Sherman Act, portiona of 
the WiboQ TariS as amended, and the Claytoa Act. 
■ Section 14. ' Section i6. ' Section 11. 
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the field of illegal and crimmal effort in respect to restraints of 
interstate commerce or monopolies. In other words, all the leading 
prohibitions concerning restraints of trade in the Cla>'ton Act — 
(r) discriminations m price in sales of goods, (a) sale of goods pat- 
ented or unpatented on condition that the purchaser shall not deal 
in or use the goods of a competitor, (3) acquisition of stock by one 
corporation in another, and (4) acquisition of stock, by one cor- 
poration in two other corporations, when the effect of any one of 
these four acts may be substantially to lessen competition, restrain 
interstate commerce, or tend to create a monopoly — with the 
possible exception above noted, were covered by the Sherman Act 
as interpreted by the Supreme Court, The new law b therefore 
chiefly declaratory.^ It has been pointed out, however, by ex- 
Attomey-General Wickersham that the meaning of the phrase, " to 
substantially lessen competition," used in sections 2, 3, and 7 of the 
Clayton Act, remains to be interpreted by the courts, just as the 
phrase, "restraint of trade," in the Sherman Act has been inter- 
preted.' 

The Clayton Act expressly exempts from the prohibitions against 
price discriminations and tying contracts, goods not intended for 
CUytonAct " use, consumption, or resale within the United 
AitiD''re^ States" — in other words, exports.' The Sherman 
to eiporu ^dt does not do so, but makes illegal every contract 

or combination in restraint of trade "among the several States or 
with foreign nations." * It has been thought desirable that groups 
of American manufacturers should be permitted to join together 
(i) in the maintenance of joint exhibits of their products in fordgn 
markets; (2) in conducting cooperative sales campaigns; and (3) in 
pooling expenses and dividing profits.^ How this will be worked 
out remains to be seen. 

The prohibitions against stock ownership in competing corpora- 
tions apply only to ownership by a corporation. There is nothing 
Holding to prevent the ownership by one or more individuals 

compuue* ^f jj| qj gjjy pjjj^ q( jjjg gtock of Competing corpo- 
rations.' 
^ < Publie Servite Rettdatum, November t, 1914, pp. 611-13. 

* Ibid., January 15, igis, p- 37- ' Seclions 1 and 3. * Section i. 

* Fedrral Tradi Reporter. Much 15. IQ15. p. 174. 

* S«e Kush C. Butler and Conielius Lyode, The Federal Trade Commitnon aiti (kt 
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The prohibition of interlocking in the case of industrial corpora- 
tions applies not to officers or employees, but only to directors. 
Opinions have been advanced for and against the loterlocicing 
wisdom of this prohibition. Mr. James J. Hill thinks '''"'c"i™tea 
the prohibition ridiculous because it "can produce nothing -but a 
crop of dummy directors." • The ideal situation would be preven- 
tion, not of interlocking directors in all cases, but of the abuse of 
their power. A man should not act as buyer and seller in the same 
transaction; but he should be allowed to give the benefit of his 
broad experience in certain cases to more than one board of^irec- 
tors. The only solution of this problem is a sense of honor on the 
part of the director, enforced, perhaps, by public opinion. 

The personal-guilt clause of the Clayton Act * relates to the 
penal provisions of the Anti-Trust Laws. It fastens guilt for the 
illegal act of the corporation on the individual direc- Pcrsonai- 
tors, officers, or agents of the corporation. It proceeds ^' '^""^ 
on the theory that to stop "joy*riding" it is necessary "to arrest 
the chauffeur and not the automobile." * 

The right of injunctive relief granted by the Clayton Act to any 
person, firm, corporation, or association, against threatened loss or 
damage by a violation of anything in the Anti-Trust Machinery of 
Laws, is a right hitherto held only by the Govern- "enforcement 
ment.^ In many other ways, also, the enforcement of the Anti- 
Trust Laws is made more efficient. The benefit of a decree in a 
government suit accrues to private litigants, and the time con- 
sumed in the government suit is added to the regular period of 
three years in determining the time in which a suit may be brought 
for the recovery of damages. As in the Sherman Law, any mdivid- 
ual, corporation, or assodaUon injured in his business or property by 
reason of anything forbidden in the Anti-Trust Laws may sue for 

Regtilalion ofBusinus under the Fedtrai Trade Cummhsion and Clayton Laies (Chicago, 
ii}i5), pp. 11-13. ^ '1"^ opinion of Frajiris Lynde Stetson, holding companies should 
be permitted, but minority stocklioldcra should be protected. {Aliantic Monthly, 
vol. ex, p. 40.) 

' Federal Trade Reporter, March i, 1515, p. 139. 

' Section 14. 

' Statement of Preadent Wilson as quoted in the Boatoo Evening Transcript, 
January 14, 1514. 

' See State of Minnesota v. Northern Securities Company et at., 154 U.S. 48, and 
Nalional Fire-PtooGng Co. «. Misoa Builders' Association, lOg Fed. Rep. 159, 
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and recover threefold damages and costs,' The Government, as 
under the Sherman Law, may proceed in equity to pre\'ent and 
restrain violations of the Anti-Trust Laws.' 

In a general way, the Clayton Act is part of the legislation in- 
tended to eliminate the so-called "twilight zone" of legality and 
o( the illegality. Some people think that in so far as it pro 
cUyioD Art hibits certain definite practices it weakens the Sher- 
man Law.* The practices prohibited, however, have been for 
many years familiar to business men and have come up again and 
again in the courts. It is to be noted that no practice is prohibited 
in sections 2, 3, and 7 of the Clayton Act, unless the practice shall 
have the eSect of substantially lessening competition, restraining 
interstate or foreign commerce, or tending to create a monopoly. 
In the last resort, the law in its terms gives to the Circiut Court of 
Appeals and the Supreme Court the discredou which the Supreme 
Court took, for itself in interpreting the Sherman Act. 

Passed at practically the same time as the Clayton Act, and 
considered in connection with it, is the Federal Trade Commission 
^ , . ^ J Law. This law creates a commission composed of 
Conuniuion fivc men appomted by the President of the Umted 
States by and with the advice and consent of the 
Senate. Not more than three of the commissioners shall be mem- 
bers of the same political party. The term of office of each com- 
missioner ultimately shall be seven years; but provision is made 
for the term of one commissioner to mature each year. Each com- 
missioner shaU receive a salary of $10,000 a year. The Commissicm 
shall have authority to employ and fix the compensation of such 
attorneys, special experts, examiners, clerks, and other employees 
as it may from time to time find necessary for the proper perform- 
ance of its duties and as may be appropriated for by Congress. 
The Commission shall succeed the Bureau of Corporations.* 

The Commission is empowered and directed to prevent persons, 
partnerships, or corporations, except banks and com- 

PrevmtioD of '^ • , . , - , , , 

unliir Dwihoda mou camers, from usmg unfair methods of compcti- 

""**" tion in interstate or foreign commerce. The law says: 

"That unfair methods of competition in commerce are hereby 

* Section 4. ' Section j. 

■ See ^MMi/Jft (New York), ApiD 90, 1914, pp. 4&&-8g. * SectJoas 1, *, i«l 3. 





INDUSTRIAL BONDS 273 

declared unlawful." ' Whenever the Commission shall have reason 
to believe that any person, partnership, or corporation has been 
or is using any unfair method of competition in interstate or foreign 
commerce, and if it shall appear to the Commission that a proceed- 
ing by it in respect thereof would be to the interest of the public, 
it shall issue and serve upon such person, partnership, or corpora- 
tion a complaint stating its charges in that respect, and containing 
a notice of a hearing upon a day and at a place therein fixed at least 
thirty days after the service of said complaint. Any person, part- 
nership, or corporation may make appUcation and, upon good cause 
shown, may be allowed by the Commission to intervene and appear 
in said proceeding by counsel or in person. If, upon such hearing, 
the Commission shall be of the opinion that the method of compe- 
tition in question is prohibited by this act, it shall make a report ia 
writing in which it shall state its findings as to the facts, and shall 
issue and cause to be served on such person, partnersiiip, or cor- 
poration an order requiring him or it to cease and desist from using 
such methods of competition. Until a transcript of the record in 
such hearing shall have been filed in a United States Circuit Court 
of Appeals, the Commission may at any time modify or set aside, 
in whole or in part, any report or any order made or issued by it 
under this section.* The Commission may apply to the United 
States Circuit Court of Appeals for the enforcement of its order, 
and any party ordered by the Commission to cease from unfair 
methods of competition may obtain a review of such order in the 
same court. The findings of the Commission as to the facts, if 
supported by testimony, shall be conclusive. The court may order 
additional evidence taken before the Commission. The court shall 
have power to make and enter a decree affirming, modifying, or 
setting aside the order of the Conunission. The jurisdiction of the 
Circuit Court of Appeals in this respect shall be exclusive and the 
judgment and decree of this court shall be final — except that the 
same shall be subject to review by the Supreme' Court upon certiorari. 
The Commission also shall have authority: — 
{1) To enforce, in so far as they are applicable to in- Other power* 
dustrial concerns, sections 2, 3, 7, and 8 of the of the Trad* 
Clayton Law. 

> Section 5. * Section $. 
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(3) To tDvestigate the organization, bu^ess, conduct, practices, and 
management of any corporation, excepting banks and common 
carrieis, engaged in interstate or foreign commerce and its relation 
to otbcT corporations and to individuals, associations and part- 
ncTBhips. 

(3) To require corporations engaged in interstate or foreign com- 
merce, except banlts and common carriers, to file with the Ohih 
mission annual or spedal reports or answers in writing to specific 



(4) To investigate, on its own initiative, the manner in which any 
final decree against a corporation to prevent and restrain any 
violation of the Anti-Trust Acts has been or is being carried out.' 

(5) Upon the direction of the Pre^dent or either House of Congress, to 
investigate and report the facts relating to any alleged violaticm 
of the Anti-Trust Acts by any corporation, 

(6) Upon the application of the Attorney-General, to investigate and 
make recommendations for the readjustment of the business of 
any corporation alleged to be violating the Anti-Trust Acts in 
order that the corporation may thereafter maintain its organiza- 
tion, management, and conduct of business in accordance with law. 

(7) To make public from time to time such portions of the informa- 
tion obtained by it hereunder, except trade secrets and names of 
customers, as it shall deem expedient in the public interest; and 
to make annual and special reports to the Congress and to submit 
therewith recommendations for additional legislation; and to 
provide for the publication of its reports and decisions in such 
form and manner as may be best adapted for public information 
and use. 

(8) From time to time to classify corporations and to make rules and 
regulations for the purpose of carrying out the proviaons of this 
act. 

(9) To investigate, from time to time, trade conditions in and with 
foreign countries where associations, combinations, or practices 
of manufacturers, merchants, or traders, or other conditions, may 
affect the foreign trade of the United States, and to report to 
Congress thereon, with such recommendations as it deems ad- 
visable.' 

(10) To act as a master in chancery in any suit in equity brought by the 
Attorney-General as provided in the Anti-Trust Acu,* 

> On the fti^licstloD of the Attomey-Genenl, it must make such invcsiigation. 
• Section 6. Some people think that this section gives the Trade Coo 
kuthority to tct u a tuiS boud. 
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(ii) To obtain, on the direction of the Pre^dent, information relative 
to any corporation subject to this act from the several departments 
and bureaus of the Government and a detail of such officials and 
employees as he may direct.' 

(la) To have access to, for the purpose of examination, and the right 
to copy any documentary evidence of any coiporation being inves- 
tigated or proceeded against; and to require the attendance and 
testimony of witnesses and the production of all such docu- 
mentary evidence relating to any matter under investigation.* 

Upon the application of the Attorney- General of the United 
States, at the request of the Commission, the district courts of the 
United States shall have jurisdiction to issue writs of mandamus 
commanding any person or corporation to comply with the provi- 
sions of this act or any order of the Commission made in pursuance 
thereof.' 

These, with the prohibition of unfair methods of competition, are 
the leading provisions of the Federal Trade Commission Act. 

The Federal Trade Commission Act, in addition to furnishing 
machinery for the enforcement of the Sherman and Clayton Acts, 
itself sets up a new legislative standard — "unfair unidr mtthods 
methods of competition." The question of what are »( <^o™r«ti''on 
xmfair methods of competition, while not de&ned in the law,* is 
understood in a general way in business practice. The framers of 
the law decided that to attempt to define or enumerate unfair 
methods of competition in advance would be to leave open oppor- 
tunities for evasion and thereby weaken the law. For if only certain 
practices are prohibited, the ingenuity of man will invent new ones 
which may be just as unfair. Mr, Stevens, of the faculty of Politi- 
cal Science of Columbia University, has classified unfair methods 
of competition as follows: Local price-cutting; operation of bogus 
"independent" concerns; maintenance of "fighting ships" and 
"fighting brands"; lease, sale, purchase, or use of certain articles 
as a condition of the lease, sale, purchase, or use of other required 
articles; exclusive sales and purchase arrangements; rebates and 
preferential contracts; acquisition of exclusive or dominant control 

> Section 8. • Section 9. ' Ibid. 

* "Unfair competition" has a definite meaning in kw — the passing-off of one's 
goods as those of another. Rathbonc, Sard & Co. v. Champion Steel Range Co., iSg 
Fed. Rep. 16, 31; 37 L.RA. (N,S.) 958; W, R. Lynn Shoe Co. t. Auburn-Lynn Shoe 
Co., 100 Me. 461; 62 All. 499, S05; 4 L.R.A, <N.S.) 960. 
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of machinery or goods used in the manufacturing process; manipu- 
lation, blacklists, boycotts, whitelists; espionage and use of detec- 
tives, coercion, threats, and intimidation.^ Such methods as the 
above. Congress evidently intended to prevent in declaring imf air 
methods of competition unlawful. In general, it intended appar- 
ently to prevent those methods regarded in good business usage as 
unfair and particularly those methods likely to lead to monopoly 
— or, to make a still broader generalization, to prevent those 
methods of competition harmful to the public' The meaning of 
the phrase, however, will have to be interpreted in specific cases by 
the Commission and the courts.' 

The new Federal Trade Commission has been compared by ez- 
President Taf t and others with the Interstate Commerce Commis- 
sion. There are many points of resemblance. As the 
Fedcndi^e Interstate Commerce Law declares imdue discrimina- 
wiSitttoute ^^^ ^^ unreasonable rates unlawful, so the Trade 
Commerce Commissiou Law declares imf air methods of competi- 

tion unlawful. As the former creates a commission to 
determine what rates are unduly discriminating and imreasonable, 
so the latter creates one to determine what are imf air methods of 
competition. Equally inquisitorial powers are conferred on the two 
commissions, and similar processes and hearings are provided in 
case of alleged violation of the law on the complaint of any one or 
on the Commission's own initiative. The Interstate Commerce 
Commission, however, has a wider discretion, free from review 
by the courts, than has the Trade Commission. The Commerce 
Commission not only finds the facts, but exercises in detail the 
legislative fimction of Congress in regulating rates. All that the 
courts do in review of action by the Commerce Commission is to 
see that it is within the scope and limitations of the general del^a- 

* Annalist (New York), October 26, 1914, p. 340. 

* President Taft considers unfair methods of competition to include only those 
methods and practices the effect and intent of which will bring them within the scope 
and condenmation of the first and second sections of the Sherman Act. (PMic Senics 
Regulaiion, November i, 1914, p. 612.) 

* According to the terms of the law, unfair methods of competition are forUdden 
to all persons, partnerships, and corporations, except banks and common carriers, 
engaged in interstate or foreign commerce (see Section 5). For a discussion of the 
treatment of unfair methods of competition in England, France, Germany, and other 
coimtries see H. D. Nims in the Oiilook, February 7, 1914, p. 310. 
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tion of power and that it does not deprive the carrier of its property 
without due process of law — in other words, that it does not con- 
fiscate. The function of the Trade Commission also is to find the 
facts, but the final decision as to what are fair or unfair methods 
of competition will rest with the courts.* 

Ex-President Taft also has compared the functions of the Trade 
Commission in preventing unfair methods of competition with the , 
action of a master in chancery. Like a master, the 
Trade Commission finds the facts; but imllke a mas- ci^f^Tunc-"* 
ter, the decision of the Trade Commission as to the Trade'commis- 
facts, if supported by legal evidence, is final, whereas J[|^o^oJ^° 
the decision of a master in chancery as to the facts can Master in 

, ., . . 1 ,1 • 1 r • Cbancery 

be reversed, if it is contrary to the waght of evi- 
dence." * 

In genera], the new Federal Trade Commission has been created 
to carry on the work of the Bureau of Corporations in investiga- 
tions and also to furnish a convenient machinery for c^nerai powers 
enforcing the Sherman and Clayton Anti-Tnist Laws oJ'fhc^Trade' 
and the prohibition in the Trade Commission Act Commission 
against unfair methods of competition. It is a body evidently 
intended to use discretion. Its powers are of three sorts: (i) Inquisi- 
torial; (2) administrative; (3} quasi-judicial. It can investigate, 
except as to financial condition, ail corporations engaged in inter- 
state or foreign commerce and the relation of such corporations to 
private individuals, firms, and associations. It can classify corpo- 
rations and ask for information or reports from certain classes and 
not ask for such information or reports from other classes. In other 
words, it can reduce its investigations to a workable and dbcre- 
tionary basis. In exercising its administrative functions, it must 
force compliance with the terms of the Clayton Act and probably 
of the Sherman Act. In the matter, however, of filing a complaint 
in connection with the use of unfair methods of competition ac- 
cording to the Trade Commission Act, the Commission is left the 
discretion of bringing an action only in cases where it shall appear 
to the Commission that such action will be in the interest of the 
public. This is, of course, a very broad discretion. The quasi- 
judicial functions of the Commission enable it to act in corrective 
' Fnblk Service Rcpdalion, Novembei i, 1914, p. 6ij. ' tbid. 
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processes in aid of the courts, in establishing unfair methods of 
competition, in providing for the readjustment and reorganization 
of corporations under decrees of the courts and in entering consent 
decrees in connection with the Department of Justice. 

The Trade Commission and the Department of Justice undoubt- 
edly will act in cooperation in enforcing the Anti-Trust Laws. 
Relation bt- Either the Commission or the Attorney-General's 
'**"> J't-j. office can act independently, of course, in a large field. 
Commission It has been suggested by the Attorney-General 's office 
that probably the principal work of enforcing the 
Sherman Act will continue to be done by the Depart- 
ment of Justice, whereas the Trade Commission will act largely 
under the Clayton Law and the prohibition in the Trade Commis- 
sion Law against unfair methods of competition. The Department 
of Justice undoubtedly will seek the views of the Trade Commisaon 
regarding dissolution decrees against corporations adjudged to be 
monopolies. It will also imdoubtedly turn over to the Commisdon 
a large number of voluntary complaints that have been sent in dur- 
ing the past few years alleging " unfair" practices, but which do not 
charge or tend to prove the existence of monopoly. The Attorney- 
General's office takes the position that, where cooperation with the 
Trade Commission is not ordered by law, such cooperation will 
depend entirely on the discretion of the Attorney-General.' 

A most important feature of the Trade Commission Act is the 
provision for publicity. The Commission can, if it chooses, hold 
Pubiidty open hearings, and it can make public, except trade 

^K^idTcom^ secrets and the names of customers, any information 
miuioD Act which it secs fit. This publicity, it has been pointed 
out, should have three effects: (i) Where excessive profits by cor- 
porations are shown, competition will be encouraged to enter the 
field — that is, potential competition will become actual competi- 
tion; (2) labor will be in a position to understand whether or not it 
is being properly paid; and (3) investors will be enlightened as to 
the value of their securities.* In general, the pubiidty features of 
the Trade Commission Law are among its most important provi- 
sions. If taken advantage of intelligently and in the proper sfHiit, 
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they will go far toward bringing about a solution of the so-called 
trust problem and toward enabling investors to appraise the se- 
curities of any given corporation in their true light. 

Chairman Davies, of the new Federal Trade Commission, in all 
his public utterances lays stress on the fact that the Trade Com- 
mission Law will be interpreted not in terms of men- _ ,. ... 

' rolicy 01 the 

ace, but in terms of constructive helpfulness. He calls Tiade Com- 
attention to the fact that the Commission gradually lined by chair- 
will come into possession of a vast amount of cone- """ ""** 
lated information in regard to the industries and business of the 
country and that this information, except trade secrets and names 
of customers, will be available to Congress and the people. He 
calls attention also to the fact that the Commission will be in a 
position to settle a great many difficulties without litigation. He 
refers to the power of the Commission to stop unfair methods of 
competition as the power which will kill monopoly in the seed or 
cut it off at the roots. For the greatest menace, he says, to the 
296,000-odd small corporations in this country is the unfair meth- 
ods of competition used by the comparatively small number of 
large corporations. The Trade Commission will be in a position, 
like the Interstate Commerce Commission, to give continuous 
administrative action; the Department of Justice can deal only 
with violations of law. Mr. Davies considers the Trade Commis- 
sion the greatest safeguard since the Sherman Law for preserving 
the independence of small concerns and keeping open the channels 
of trade. If his ideas are followed, the Commission's principal work 
will be to bring business into harmony with the law. He hopes that 
its work will result in a new era of good feeUng.' 

One ot the leading framers of the law feels that as time goes on 
the corrective work of the Commission will diminish and its con- 
structive work will increase.* Business gradually will 
become adjusted to the rulings of the Commission and mission in a 
the courts, and business men will set their houses in d^ ^nsttuc- 
order. The Commission has the power to investigate "^*^ "°^ 
conditions in foreign countries and to make recommendations 

' See Pailic Service Rfgutaiion, January i, 1915, pp. 6-7; ibid., January 15. 1915, 
pp. if-i^; Federai Trade ReporUr, March i, 1915. pp. 134-36; ibid., \pii\ t, 1915, pp. 
195-96; Commrrcial and Fitiaaciai Chronide, vol. 100, p. 1551. 

* SenatOT Nenlands, u quotedinPtiUtci'BmeeJi^gNWKHi, Febiuarri, igi5,p. 70. 
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which will aid in the development of our foreign trade. It is in a 
position to make rulings and suggestions which may be of im- 
mense benefit to general business. At the same time, according 
to its declared intention, the Commission will not act as a board of 
advice to business men in entering on any given programme.' It 
will not and should not place itself in a position to approve in ad- 
vance any given act. As one writer has put it, the board should not 
be a body of men to which business men can nm and ask ques- 
tions.* At the same time the commissioners, according to their own 
statement, will discuss informally with business men various phases 
of their business.* The whole atmosphere surrounding the enact- 
ment of the Trade Commission Act, unlike that which prevailed 
at the time of the passage of the Interstate Commerce Law, is 
constructive and helpful.* 

There are certain precedents applicable to a greater or less degree 
for the creation of the Federal Trade Commission. In Canada, the 
pipced t5 uid J'J*^*^^' processes have been supplemented by a pro- 
■naiogicifor cedure which, upon complaint of persons injured. 
Trade Com- pcmiits the question of attempted monopoues to be 
°"™'"' investigated by a temporary commission appointed 

by the court. In Australia, in 1912, there was created an Interstate 
Trade Commission with a character of permanency and of expert 
qualifications and with broad powers to investigate conditions 
and enforce the laws regarding competition. 

Until the enactment of the Trade Commission Law in the United 
States, the governmental machinery for the prevention of monop- 
oly has been investigation by general legislative 
Miluies repj- commission or administrative officers and the insti- 
ml^^ior''*" tuting of court proceedings by the Department of 
Rgulitioo by Justice.* The new act substitutes for what has been 
called regulation by lawsuit * regulation by a con- 
tinuous administrative body. 

' Ftdaol Trade ReporUr, April i, 1015, p. iqfi. 

* R. L. Raymond in the Joumal of Political Economy, vol. 10, p. J14. 

* See the jttwMUfl [New York), April j6, tgis, p. 405. 

* Since Ihe pus«ge of the Uw the United St&tes Chamber of Commerce hu ^>- 
pointed & conunitlee to coSpeiate with the Trade Commission. 

> Commisuooet Davies, u quoted in the Bostoa Etvnnif Transeri^, Fcbtuuy 4, 
1915. 
■ R. L. R«i>in(nd in Jownal of PtiiliMl EtMomy, voL jo, p. 319. 
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The Trade Commission Law has been criticized adversely on 
these grounds; — Ccnaincnti. 

(i) The Commission has no authority to make a Tr™eCi!J!f- 
favorable report or order. mission L«w 

(2) It is not empowered to recommend any rule of conduct for 
the future, 

{3) It is not permitted to allow combinations for the develop- 
ment of foreign trade.' 

The last-named power could not be given without amending the 
Sherman Law. The question of recommending any rule of conduct 
for the future has been discussed. As to giving the Commission 
authority to make a favorable report or order, this does not seem 
to us important. If any investigation is made and the Commission 
does not make an unfavorable report, the presumption is that the 
practices complained of are not illegal. Again, under the publicity 
features of the law, the Commission can give out a great amount of 
information, if it wishes, which will enhance the reputation and 
credit of corporations. 

On more general grounds, there has been a great deal of adverse 
as well as much favorable criticism of the Trade Commission Law. 
Some people, like Senator Sutherland and Robert R. „ . . 
Reed, think that the Commission is clothed with un- verse mii- 
constitutional powers. Senator Sutheriand speaks of Trade Com. 
many powers of the Commission as retroactive. He ""*""' ^ 
also questions the constitutional right of the Commission to 
exercise semi-judicial powers over all corporations engaged in 
interstate and foreign commerce.* Robert R, Reed considers 
that if Congress has regulative power over all corporations, it 
has no authority to delegate such power.* He considers also that 
there is great danger of the creation and protection of monopoly 
under a federal bureaucracy.* James J. Hill fears that as time goes 
on the Federal Trade Commission, like the Interstate Commerce 
Commission, will constantly be given increased powers and that 
the authority which it has already over all business is dangerous in 

' See Butler and Lynde, The Federal Trade Commission, pp. 43-45. 

' See the Sunday Herald (Boston), April 18, igis. 

' Commercial and Financial Chronicle, vol. loo, p. 684. 

' Atlantic Monthly, vol. cvi, p. »6o. 
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the extreme.' The law has been criddzed also on the ground that 
ordinary bu^oess has not reached the stage of development that 
the railroads have reached, and that any such rigid control of in- 
dustry as we have had in the case of railroads would be exce«iing^y 
hannful.* Senator Weeks thinks that the Trade Commission Act 
will place all business in a strait-jacket. He calls attention to the 
fact that boards are "long, narrow, wooden things."' The law has 
also been criticized on the grouxtd that this is a govenuaeoLjQl 
taws and not of men.* It is to be remembered that objections of 
very much the same general character were raised at the time of 
the passage of the Interstate Commerce Law. 

The Federal Trade Commission Act, the Clayton Act, and the 
Sherman Anti-Trust Law are to be thought of together as embody- 
Soluiion of the "^8 *!• ^hc federal legislation dealing with the trust 
truM problrp problem. This legislation has reached, in our opinion, 
5»y for com- a fairly satisfactory if incomplete stage. The real 
St Di.y'fM solution of the trust problem, — vital to investors as 
com a* on ^^j| ^^ j^ ^^ pubHc, — in the opinion of the best 
judges, is to give fair play for competition and fair play for combi- 
nation.* In other words, the solution lies in the working-out of 
economic laws without interference, except in so far as that inter- 
ference is necessary to prevent unfair practices. The tnteipretatlon 
of the Sherman Law by the Supreme Court in the Standard Oil and 
American Tobacco cases and the enactment of the Clayton and 
Trade Commission Laws all point to the fact that the highest court 
and Congress have come to the conclusion that unfair practices, 
rather than mere combination, are what should be prevented.* 

The wisdom of this view will appear still more clearly when we 
consider the unfortunate history of some of our great combinations. 
Such combinations do not always have things all their own way, 
even when they are in a position to use unfair methods. If unfair 

' Ftdtrat Trade Reperter, March i, igis, p. 130. 

' W. L. Clause, &9 quotrf in Ftdrrat Trade ReporUr, March ij, 191s, p. 163. 

' Federal Trade Reportrr. Mardi 15, 1515, p. 181. 

* Commerciat and Financial Ckrenide, vol. 100, p. 684, mud PuUk Stnkt Ret^U- 
UoH, Juiuary 1, tgij. p. j. 

' Sec Journal of PoUiaai Economy, vol. lo, p. ji8. 

* The prohibition agminst holding companies would Kcm to modify this statement 
cotuiderably. At the same time, as stated tarlier, there ia nothing in the Clayton Law 
to prevent owncnhip o( two onnpeting coipontions by the same individuals. 
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methods are prevented, comjwtition almost certainly will prevent 
anything like monopoly control. If any corporation 
attempts to capitalize its control over markets and mnchintry 
if it can maintain this control only by unfair meth- 0°^^^'"^ 
ods, all the machinery now exists for bringing such "lonopoiy 
control to an end. From the prohibition of unfair 
practices, as laid down by decisions of the Supreme Court under 
the Sherman Law, as laid down in the Clayton Law, and as will be 
laid down under the interpretation of the Trade Commission Act 
and through its publicity features, potential competition will be in 
a position to know all the facts and become actual competition 
within a reasonable time. 

No laws and no government are perfect. Only as the laws are 
enforced and as the administrative machinery is used by men * can 
it be shown whether they are for good or ill. At the 
same time there is nothing in the experience of the le^'aut)^ u it 
United States or of other countries to make us think ^^y^J^;^ 
that in the long run the trust legislation, as it exists Jf!^^""' 
to-day, will be harmful. It may be very beneficial. If 
we should assume that the great majority of business men are de- 
termined to carry on their business in a dishonorable, unfair, and 
illegal way, it would undoubtedly be difiicult to enforce the anti- 
trust laws as they exist. If we assume, however, that most busi- 
ness men mtend to do somewhere near what is right and that many 
business men are exceedingly glad of the opportunity to understand 
more clearly how to conduct their business in accordance with the 
law, the enforcement of the anti-trust laws and the work of the 
Trade Commission may be prositively constructive and beneficial. 

There is one more suggestion that has been made for public 
control of large mdustrial units — that is, federal incorporation. 
Some who suggest this step go so far as to suggest Federal 
government control of prices ' under certain circum- "icorporBtion 
stances. Supervision of the issue of securities is almost always a 
feature of this plan. Until the present body of law has been tried 

' The pereonnel of the new Trade Commission has been critidied by ex-President 
Taft and others. The effectiveness of the present Commission's work remains, o( 
onuse, to be seen. (See Ftderai Trade Reporter, June 15, 1915, p. 363.) 

' See William Randolph Hearst la the Boston AnuHcan, January it, 1914. 
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out, however, it seems to us hardly necessary to undertake federal 
incorporation. In general, public control of industrial corporations, 
owing to the presence of keen competition, should be much less 
e and much less severe than in the case of steam railroads or of 
public-service corporations. 

It may throw a good deal of light on the actual working-out of 

the so-called trust problem, especially in its bearing on the safety 

as a class of industrial bonds, to consider in a eeneral 

Corporate pro- . ** 

moiionaand way certam mdustnal promobons and reorganlza- 
reorgauiu ions y^^g jjj. ^[.(jmr g Dewing, of Yale University, has 
published in the Harvard Economic series a very careful and read- 
able book discussing certain typical corporate promotions and reor- 
ganizations. We will outline briefly some of the general principles 
which he considers established and will illustrate these with a few 
examples. 

The purposes of the promotions or consolidations which Profes- 
sor Dewing considers were mainly two : (i) To realize the economies 
Certain ex- **^ large-scale production; and (2) to eliminate compe- 
pericDces in titjon or obtain monopoly control.' Experience 
economies ol c i 

UrKT-KBie showed that often extravagant confidence was placed 

umono'poiy in the cconomies of large-scale operation. This was 
control ^g ^g^g ^jjj (j^g cordage, malting, asphalt, and ship- 

building promotions. In these instances the expenses of promotion 
and other disadvantages more than offset the estimated economies.* 
In the matter of monopoly control, thirteen combinations showed 
an average degree of control or average percentage of total produc- 
tion of about fifty-four per cent. In individual cases, the percent- 
age of production ranged from ordy about seventeen per cent in 
the case of the National Salt Company to about eighty-five per 
cent in the case of the Glucose Sugar Refining Company.* There 
seemed to be no correspondence between the degree of control 
and the subsequent success or failure of the business. The two 
concerns having as large a degree of control as any considered — 

' ' Dewing, CorporaU Fromoliotu and Reorganitations, p. 513. 

» Ibid., pp. 4, S37-39- 

' Concertu not reorganized having an unusually Urge degree ot control were the 
American Tobaaxi Compaay in the dgarettc business and the American Chicle 
Company in the chewing-gum business. Each oC (hex coDcenu controlled about 
ninety per cent of the American output. {Ibid., p. 515.) 
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the glucose and asphalt combinations - 
years,' 

The prospective profits of the combination usually were esti- 
mated and the capitalization arrived at on the basis of past earn- 
ings — a basis which proved very unreliable. The 

, , , ■; 1 ■ 1 1 Failure of 

average eanungs turned out to be just two thirds the > 
amount anticipated.' 

In the matter of capitalization, the average proportion, in the 
case of fourteen combinations, between tangible assets and total 
capitalization was about forty per cent. It is interest- proportion be- 
ing to note that the two concerns having the largest "^"i" and^toua 
percentage of control of any considered — the GIu- cap'iaUaiiion 
cose Sugar Refining Company and the Asphalt Company of Amer- 
ica — each had as small a percentage of tangible assets to total 
capitalization as any considered,' This indicates, of course, capi- 
talization of monopoly control. 

Not the proportion between the tangible assets and the total 
capitalization, but the form which the capitalization took, proved 
important in times of difficulty. Issue of bonds or ponn of capi- 
obligations entailing a fixed rate of interest often 'mj^^,"^ 
resulted in trouble in times of general depression or '"no'"'t 
when earnings fluctuated from any cause,* 

In the cases of thirty-one reorganizations discussed in Professor 
Dewing's book as due to financial difficulties, the failures took 
many forms — ranging from inabihty to earn even various d<«rees 
the operating expenses of the business to inability to "' '"'"" 
earn and pay normal wages, normal interest, and normal profit. 

Examination of the various failures showed the inadequacy of 
mere consolidation as a basis for economic efficiency. From a busi- 
ness point of view there were two leading causes of , 
failure: (i) Inability to obtain administrative man- 
agement capable of handling a large situation; and 
(2) inability to dominate the industry in the presence of actual or 
potential competition.' 

• Dewing, Corporate Promotions and Reorganitatitms, p. 537. 

' Ibid., p. 546. The promotion of tiie American Hide aod Leather Company illus- 
trated an Mtreme case of failure to realize the estimates. 

• Ibid., pp. S3I-33- ' -^Wi-. P- 534- ' '*«■. P- SS8. 
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There were almost always present three sources of competition: 
(i) Old competitors not absorbed by the combination; (2) old 
„ competitors who had sold out: and (3) new competi- 

of possible tors attracted by the exorbitant pronts pronuscd in 
promotion circulars.' 
In all the failures discussed in Professor Dewing's book, with the 
possible exception of the American Bicycle Company, the direct 
Direct cause causc o£ failure was the deflection of working capital 
"'i!li'"" ^f *■*' ^^ payment of interest and dividends; or, to put it 
in another way, the placing of bonds on untried indus- 
trial enterprises and the lack of conservatism in de- 
daring dividends. In the year before failure or reor- 
ganization, eighteen out of twenty-four corporations paid either 
unearned interest or unearned dividends. The motives for paying 
unearned dividends usually were: (i) To make a market for the 
company's securities; (2) to return an income on the holdings of 
directors. Evidence goes to show that if the assets had been con- 
served, failure in most cases could have been avoided and a larger 
ultimate return to security-holders obtained.* 

A brief summary of some of the causes of failure in 
the cases of certain large industrial concerns may be 
of interest,' and will be found in the table on pages 
287-88. These are not all the faOures discussed in Professor Dew- 
ing's book, but they are the leading ones. 
A consideration of the causes of failure in individual cases to- 
gether with the causes in general discussed earlier 
indiuirini coa. leads One to the following conclusions: — 
Snd^rtBken (i) That attempts to capitalize and exercise mon- 

with gnu care opoly control, unless backed up by unfair 

methods, are futile.* 

> Dewing, Corporatt Promaiiom aiti SeorfanitatUm3, p. 563. 
' Dewing, pp. 550-51, 557-58. 

• JWif., pp. 16-17,24-15,57-61,63-70, 79,83-86.93-98,113-13, 113-IS. 133. »4». 
•47. ISO'S!. 157-59. 164. l6fr^^9, 177-79. >8'. 185-86. 197, 303r-o4. Jro-i*, 914, •*>- 
ai, Ms-16, 13J, J34, 136-37, i39-4». m8, 349. 259. 263-64. 268, 286-89, 294-96, J04, 
318-14. 330-3>. 33S. 340-43. J46. 3S4-S6, 360. 363-64, 3^7. 37i-7». 374-76. 399, 411- 
'3. 43^3J. 437. 44"-43. 44S. 447. 4S'. 461-65- 40*-99. S08. 

* Attempt! to exerdse mooopoly control require ustully rithcr (1) m&inlaining 
prices DD an utiSdal level by absorbing all the surplus supplies, as the National Cord- 
age Company attempted to do; or (2) cutting prices to kill cninpetitioD, as the Aspb*lt 
^mpaoy and the Con Products Coffi[kaiiy in its eariy days tried to do. (Dewing, 
p. 600.) 
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BUSINESS FAILURES 



Concern 



United States Leather Company 



National Starch Bdanufacturing 
Company 



National Starch Company 
Glucose Sugar Refining Company 



Com Products Company 



National Cordage Company 



United States Cordage Con^>any 



Staxidard Rope ft Twine 
Company 

Standard Cordage Company 



Westinghouse Electric ft Manu- 
facturing Company (two 
reorganizations) 



National Salt Company 



Causes cf failure 



Tanning industry not suited to large-scale produc- 
tion. Small plant investment, but large working 
capital required. Raw material purdiased and 
finished product sold under conditions of keen 
competition. General business depression 
1893-98. Issue of 8% cumulative preferred 
stock largely to acquire unproductive timber 
lands. 

Pooroonditionof some of the plants. Heavy fixed 
and contingent charges. Competition. Busi- 
ness depression following the panic of 1893. 
Mismanagement 

Increase in fixed charges. Attempt at monopoly 
controL Mismanagement. 

Poor condition of plants and inadequate provision 
forrenewab. Overcapitalization. Competiti<m. 
Mistaken trade pohcy and unwise dividend 
policy. Expensive litigation. 

Capitalization of monopoly controL Advene 
trade conditions including vigorous competi- 
tion.^ Neglect of depredation and obsolescence. 
Unwise payment of dividends. Inefficient 
management. 

Capitalization of monopoly controL Payment of 
large dividends. Neglect of business by officers 
for speculation in company's securities. 

Inadequacy of reorganization of National Cordage 
Company. Inability to control competition. 
"Banker" management. 

Keen competition. Lack of singje-mindedness on 
the part of officers. 

Heayv burden of debt Inefficiently equipped 
mills. 

Lack of conservatism of Mr. Westinghouse. 
Rapid expansion involving heavy plant invest- 
ment. Lack of profit in foreign subadiaries. 
Lack of working capital. Unconservative divi- 
dend pdicy. Accumulation of large floating 
debts. 

Attempt at monopoly control. Extravagant con- 
tracts. Inability to maintain monopoly prices 
— due to overproduction and the mcrease of 
competition. 
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BUSINESS FAILURES (canUnued) 



CoHccm 



United SUtes Realty ft Con- 
struction Company 



American Bicyde Company 



Pope Manufacturing Con^Muiy 
(1907) 



American Malting Company 



Causes of failure 



New England Cotton Yam 
Company (1903) 



Union Mills Company 



Moimt Vemon-Woodberry Cot- 
ton Duck Company 

United States Cotton Duck 
Corporation 

Consolidated Cotton Duck 
Company 

International Cotton Mills 
Corporation 

Asphalt Company of America 
National Aspnalt Company 



United States Shipbuilding 
Company 



Overestinuite of ^H^ming power and overcapitali- 
zation. Speculation in land and securities. 
Difficulties arising from relations with labor. 
Unsound methods of accounting. Financial 
dq)ression of 1903. 

Passing of the bicyde craze and general collapse 
of the industry. 

Attempt to manufacture automobfles and conse- 
quent necessity for new equipment. Lack ol 
working capital. 

Inability to control competition. Failure to real- 
ize economies of laige-scale production. Lack 
of loyalty on the part of officers. Payment of 
unearned dividends. 

Incapable management. Unwise trade policy. 
Increased costs of raw material and labor. 
Unconservative dividend policy. 

Difficulty of managing so large an enterprise. 
Burdensome lease of the New England Cotton 
Yam Company. 

Industry not suited to consolidation. Unwise 
issue and retention of mortgage bonds. Inabil- 
ity to obtain management able to cope with the 
situation. Competition. Inadequate charges 
to depreciation. Attention to market for com- 
pany's securities to the neglect of the business. 
Complicated financial structure. 



Capitalization of monopoly control. Heavy fixed 
charges. Devdopment of new process for mak- 
ing asphalt. Interierence of Venezuelan Gov- 
ernment. Severe competition. Lack of loyalty 
of higher officers. 

Shipbuilding at time of promotion imusually un- 

Srofitable. Promotion under conditions of in- 
ation and misrepresentation. Placing of 
bonded debt on the properties. Financial de- 
pression of 1903. Lack of working capitaL 
Unavailability of the earnings of the Bethlehem 
Sted Company, the only prosperous subsidiary. 
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(2) That good management is the most important factor in 

success, 

(3) That the competitive and fluctuating conditions surrounding 
industrial enterprises make the bonding of such concerns 
advisable only under carefully chosen circumstances and 
carefully guarded restrictions. 

To state the problem in another way: Generally speaking, only 
those concerns organized to prosper under conditions of competi- 
tion should be bonded, and then only to an amount the fixed 
charges on which can be met easily in times of depression,' 

Whether bonded or not, the financial structure of an industrial 
concern should be built with a view to its permanent adaptability 
to the industry. In order to succeed, the concern (.^^^^^ j^. 
must pursue a sound trade policy and a sound finan- diiions neces- 
cial policy. Some of the most conspicuous successes of industrial 
among industrial concerns are not bonded at all, 
pursue in general the poUcy of manufacturing a first-class product 
and selling it on a small margin of profit or at a reasonable price, 
and make no attempts at monopoly control. Among such concerns 
may be mentioned the American Radiator Company, the General 
Chemical Company,' and the Ford Motor Company. 

In reorganizations, efforts usually have been made to remedy 
two sets of conditions: (i) Trade conditions; {2) errors of capitali- 
zation. Sometimes the policy has been pursued of „ . ^ 
attempting to increase control of the market — as aim to coriett 
in the cases of the National Starch Manufacturing 1 
Company, the Glucose Sugar Refining Company, the 
National Salt Company, and the Asphalt Company of America. 
As to correcting errors of capitalization, efforts in this direction — 
as in railroad reorganizations — have been directed principally 
toward lightening the burden of fixed charges.' 

Industrial reorganizations have been formulated mainly on the 
theory that the difficulties to be corrected were in- Capitalitaiion 
herent in the particular concern under consideration and"in'railtoad 
rather than due to temporary general conditions — reorgmizaaonB 

' This is without taking into con^detation control of patents or of valuable sources 
of raw material or onnenihip of real estate referred to earlier io this chapter. 
> Dewing, pp. 544, 601-ai. ' Ibid., pp. 602-03. 



of capiUklizstioD 



290 AMERICAN AND FOREIGN INVESTMENT BONDS 

as has been the case so often in raUroad reorganizations. In 
practically all railroad reorganizations, the total capitalization has 
been greater after reorganization than before. In thirty-two indus- 
trial reorganizations considered by Professor Dewing, on the other 
hand, the total of new securities has been only eighty-nine per cent 
of the old. There has been, however, an increase in the proportion 
of bonds — in which these reorganizations have been markedly 
unlike the leading railroad reorganizations of 1893 to 1898.' 

In twenty-seven industrial reorganizations, the new fixed 

charges have been seventy-eight per cent of the old. 

id indusiriaj Frequently the principal of the lien has been increased, 

reorgaiuM d5 ^^^ ^^ interest rate on the new bonds has been 

less than on the old.' 

As in railroad reorganizations, where there has been foreclosure, 
minority bondholders have been paid off in accordance with the 

„ , foreclosure price. This is almost sure to be much 

Trcilmciit of 

bondholder! in less than the facc value of the debt. In the case (A 
"""^"^^ *"" the Asphalt reorganization, minority bond-holders 
received only eleven per cent of the par value of their bonds. 
Bondholders who have gone into reorganizations, whether after 
foreclosure or not, usually have received new income bonds or 
preferred stock.* Sometimes the debt has not been disturbed, as 
in the case of the United States Leather Company debentures.* 
We give on page 291 a table showing reorganiza- 
bondholdcra id tions involving sacrifices by bondholders.* An exam- 
reorgaiBHitioni Jj^jjqjj q[ (j^g table shows that in two cases — that of 
the Standard Rope and Twine Company and that of the National 
Asphalt Company — there was an assessment on bondholders. 
The new securities obtained in exchange for old bonds were: in two 
cases — the United States Cordage Company and the Standard 
Rope and Twine Company — income bonds; in one case — the 
National Cordage Company — first preferred stock; in one case — 

' Dewing, pp. 611-14. ' ftid., pp. 611-13. ' ^W^ 1 P- S94- 

• tbid.. p. 3S. Other usual features of indiBlrial itorganUaiions have been; 
Surrender by preferred stockholder of their claim to cumulative dividends and (be 
acceptaDce of a security bearinc a lower rate of income; gevere culting-donn of the 
par value of the holdings of common si ock holders; and f utnishing of new money atha 
by bonkers or by araessment of old securiEy-boldeis, 

• Ibid., p. S94. 
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292 AMERICAN AND FOREIGN INVESTMENT BONDS 

the American Biqrcle Company — second preferred stock; in two 
cases — Mt. Vemon-Woodberry Cotton Duck Corporation and 
the Asphalt Company of America — preferred stock to the extent 
of fifty per cent of the old bonds; and in one case — the National 
Asphalt Company — common stock to the extent of forty per cent 
of the old bonds. 

All industrial reorganizations considered have sought to relieve 
the accumulated and unmanageable floating debt brought about 

by the deflection of money from the needs of the busi- 

Summaiy of , , , 

industrial ness to the pajrment of interest and dividends. All 

reorganizations have sought also to improve, when 
necessary, trade conditions. As a whole, they have sought "to 
achieve the finandal rehabilitation of the corporation along lines 
leading to permanent success." * 

AU the considerations discussed so far in this chapter are of a 
Necessary to ^OTt OT less general nature. In trying to determine 
consider each the Safety of any given industrial bond issue, it is 

individual bond X % • i«i*«<i« 

issue on its necessary to confine one s attention to the mdividual 
<^ •;'""' property and business and .the conditions surround- 
ing it. 

Examples of strong industrial bond issues are: American 
Agricultural Chemical 5% October i, 1928; General Electric 5% 
Examples of September i, 1952; Swift & Company 5% July i, 
strong indus- 1944; Westem Elcctric 5% December 31, 1922. The 

American Agricultural Chemical Company controls 
a large amount of phosphate rock — a material necessary for the 
manufacture of commercial fertilizers; owns and operates over 
fifty plants in various parts of the United States; has a large 
amount of net quick assets; and has shown its ability to make good 
net earnings over a long series of years and even in times of general 
business depression. The General Electric Company controls valu- 
able patents; has an unusually large amount of net quick assets 
compared with its debt; and has shown its ability to earn even 
under adverse circumstances many times the interest charges on 
its bonds. Swift & Company have a plant investment over twice 
the amount of the mortgage bonds, and must have at all times net 
quick assets equal at least to the amount of the debt. The Westem 

1 Dewing, p. 614. 
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Electric Company has total assets over four times the amount of 
its debt, and must always have net quick assets at least double 
the amount of these bonds outstanding. Many other examples 
of strong industrial bond issues could be given. 

We give below prices on Jxily 3, 1914, or the near- Prio» of icaui- 
est date, of certain leading industrial bond issues ^^^^2** 
listed on the New York Stock Exchange.^ ^ ^^^4 

PRICES JULY 3, 1914 OF LEADING INDUSTRIAL BONDS — 

PRICES "AND INTEREST." 
Issue Price 

American Agricultural Chemical 5% 1928 100} 

American Hide & Leather 6% 1919 102} 

American Ice Securities 6% 1925 89 

American Thread 4% 1919 94I 

American Tobacco 6% 1944 121J 

American Writing Paper 5% 1919 65 

Baldwin Locomotive Works 5% 1940 103! 

Bethlehem Steel 5% 1926 99 

Central Leather 5% 1925 99f 

Com Products Refining 5% 1931 94I 

Distillers Securities 5% 1927 S8J 

Efl. du Pont Powder 4^% 1936 86 

General Electric $i% 1942 79 

General Motors 6% 1915 100} 

International Paper 6% 1918 99! 

International Steam Pump 5% 1929 44 

New York Air Brake 6% 1928 97 

Republic Iron & Steel 5% 1934 104! 

Standard Milling 5% 1930 88 

The Texas (Oil) 6% 1931 102 

Union Bag & Paper 5% 1930 8si 

U. S. Realty & Improvement 5% 1924 83^ 

U, S. Rubber 6% 1918 102I 

U. S. Steel s% 1963 103 

Western Electric 5% 1922 ioi| 

Westinghouse Electric & Manufacturing 5% 1931 95! 

This table indicates the wide variation in degree of safety of differ- 
ent issues. We have here bonds selling all the way from 44 per cent 
of their par value to 121 J per cent. The "income basis" or net 

^ Commercial and Financial Ckranicie, vd. 99, p. 35. 
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return of some of the issues hardly is worth trying to figure; that of 
some of the highest priced issues — such as American Agricultural 
Chemical 5 per cents, American Tobacco 6 per cents, Baldwin 
Locomotive 5 per cents. General Electric 3^ per cents, Republic 
Iron and Steel 5 per cents, United States Steel 5 per cents, and 
Western Electric 5 per cents ~ is less than 5 per cent. 

The European War has changed greatly the business and pros- 
pects of many of our leading industrial concerns. Those companies 
Eflect of ihe rccdving orders for munitions and other war supplies 
M indusuiiii"^ ha.ve shown a great increase in bu^ess. Among these 
bondi may be mentioned the Bethlehem Steel Corporation, 

E. I. du Pont de Nemours Powder Company, and the Westing- 
house Electric and Manufacturing Company. The bonds of all 
these companies were selling in July, 1915,' at considerably higher 
prices than they sold in July, 1914. 

We have not meant to say in this chapter that all industrial 
bond issues are less safe than all railroad or public-service issues. 
Seiecti f Throughout this book we have tried to lay stress on 
tnduiiritti bonds the fact that each bond issue of any kind must be 
nquiiM judged on its own merits. At the same time we do feel 

"^^ ™" that the conditions surrounding the issue of industrial 

bonds prompt greater care in the selection of such bonds than do 
the conditions surrounding any other well-known classes of invest- 
ment bonds. 

> See CommiTcial and Financial CkronicU, vol. t 




CONCLUSION 

This book has been completed in the midst of a period of worid- 
wide upheaval. The relation of peoples to their governments, the 
trade relations between the great nations of the world, and the rela- 
tive positions of those nations in the leadership of civilization are 
in process of change. One fact only, perhaps, is clear even now: 
that the United States rapidly is attaining a position of power 
which it never has held before. Not only is the broad basis for the 
safety of American securities greater than ever before, but the 
United States is approaching the position of furnishing the leading 
market for the securities of other nations. 

It is hoped that this book has thrown some light on the leading 
principles governing investment in bonds. 



THE END 
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COUNTY AND MUNICIPAL DEFAULTS 

EAHLY PERIOD 

Elizabeth, New Jessey, defaulted interest on its city bonds February 
1, 1879. The cause of the default was the spirit of speculation and the 
desire for local improvements prevailing from 1869 to Elizabeth, 
1873. The dty loaned its credit liberally for improve- Ne"Je"ey 
menta, and levied assessments by the linear foot to reimburse itself. In 
1875, a court decision held that assessments should be made according 
to the "present" benefit derived by property-owners from the improve- 
ments. As many of the improvements had deteriorated greatly in value, 
the dty thereby was burdened directly with a debt of about S^.ooo.ooo.* 
Later, the dty had difficulty in collecting taxes.' Citizens then set up 
claims of unconstitutionality and illegality in the issue of the bonds. 
Judgments were obtained, however, by bondholders.' June 3, 1880, the 
New Jersey Supreme Court confirmed the judgment of the lower court, 
upholding the validity of the bonds.* The United States Circuit Court 
denied a motion for the appointment of a receiver or trustee for the dty,* 
Later the legislature gave authority to Elizabeth to compromise this 
debt.* At first, fairly liberal terms for the bondholders were sug- 
gested.' Elizabeth soon put forward the claim, however, of inability 
to pay more than fifty cents on a dollar. In 1882, the debt with interest 
amounted to $6,700,000, while the total value of the taxable property 
was only $12,182,035.' Later, the court issued an order for the dty to 
show cause why it should not pay its debt. A similar previous order had 
caused five out of eight assessors to resign before the order was served 
against them.* In July, 1888, a resolution of the City Coundl was 
passed authorizing the Mayor, Comptroller, and the Commissioners of 
the Sinking-Fund to issue 4% adjustment bonds for old obhgations of 
the dty at a rate not higher than fifty per cent of their par value and 
accrued interest." 

Memphis, Tennessee, defaulted interest January i, 1873." In 1877, 

' Commerciai and Financial Chronicle, vol. iS, p. 146. 

' Ibid., vol. 29, p. 120. • Ibid., vol. tg, p, 563. ' Ihid., vol. 35, p. 60J. 

' Ibid., vol. 3Q, p. 377. ' tbid., vol. 31. p. 312. • Ibid., vol. 39, p. 581. 

* Ibid., voL 30, p. 589. ' Ibid., vol. 39, p. 368. " Ibid., vol. 47, p. jo. 

11 Investors' Supplement, Commercial and Financial Chronicle, January a6, 1S78, 
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the so-called " Flippen " compromise of fifty cents on a dollar of principal 
Memphii, and interest in new thirty-year 6% bonds was arrangeiL' 

Tenntisee -phe Mayor of the city, in a message to the City Council 

a few years before, had referred to the judgment of the United States 
Circuit Court on certain bonds of the city of Memphis, The Mayor said 
that for one lot of $67,000 bonds issued, the city had received only 
$17,789.17. It was the duty of the city, said the Mayor, to resbt pay- 
ment beyond "price or sum realized, or the price paid for them by the 
holder," with the legal rate of interest added. A local newspaper esti- 
mated the whole amount of questionable bonds as about $3450,000. It 
claimed that the city never had realized more than an average of forty- 
two cents on a dollar of this amount — " Say it realized fifty cents, which 
will answer as probably covering cost of litigation." • 

Owing to a yellow-fever epidemic in 1878, the city ag£un was unable to 
take care of its obligations. A repudiation meeting of citizens was held.' 
January 29, 1879, the Tennessee Legislature passed two bills repealing 
the dty charter of Memphis and creating the "Taxing District of Shelly 
County." • The lower court appointed a receiver for the city,* but this 
action later was invalidated by the United States Supreme Court.* 
I^ter still, the United States Circuit Court at Memphis held the taxing 
district liable for the old debt of the city.' This old debt, not previously 
compromised, finally was funded at fifty cents on a dollar into new bonds 
bearing interest for the first three years, from January i, 1881, at 3%, 
for the next three years at 4%, and thereafter at 6%, The lower interest 
rates were to be capitalized, so as to give the holders 6%. The " Flip- 
pen" compromise bonds were exchangeable at par.' Including c^itali- 
zations, the settlement was effected at an average rate of 60.53%. From 
July, i889,interest on the so-called "Tax District "4-6 per cents and on 
the "Flippen" stamped bonds was paid at the rate of 6% per annum.* 

PrrrsBCKG, Pennsylvania, after the construction of the Pennsyl- 
vania Railroad, wanted more rapid and more direct communication with 
Pittsburg, the West. It subscribed to the capital stock of five railroad 

Penniylvaniii companies and issued in payment $1,800,000 dty bonds 
at 6%. A few years later, owing to general financial disasters, the rafl- 
way slocks declined in value and paid no dividends. The dty, having 
relied on these dividends, failed to pay the interest on its bonds. Suit 
was brought, judgment obtained, and the railroad stocks levied on. The 
dty permitted the stocks to be sold at a sacrifice and a large part brought 



d Financial CkronicU, vol. 13, p. 114. * Ihid., vol. tS, p. ja6. 

• Ibid., voL »T. P- 6;8 and vol. 31, p. jaS. * Ibid., vol. 38. p. lai, 
■ Ibid., vol. iS, p. 173. * Ibid., vol. 31, p. 70. ' Ibid., vol. 34, p. 604. 
' Ibid., vri. 37, p, »oj. 

* lovcstois' Supplauent, CommtTtial and Fituneial Ckromdt, July >S, 188S, p. 10. 
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only ten cents on a dollar. The city later proposed a compromise by 
which the 6% bonds were exchanged for 4% boada having fifty years to 
nm. The greater part were exchanged. Some creditors refused to accept 
and brought suit for interest on the old bonds. The judgments, amount- 
ing to over $500,000, were paid in currency in 1871.' 

Again in 1877, the city defaulted in interest on certain bonds,* The 
cause of this default was extensive improvements, including newly 
paved streets. Bonds to pay for these improvements were issued by the 
city, but were supposed to be paid out of special assessments. The law 
permitting issue of these special assessment bonds was declared illegal 
by the Supreme Court of the State.' In March, 1879, a new loan was 
subscribed to pay the overdue interest on these Pittsburg 7 per cents, 
known as the "Penn Avenue" bonds.* 

St. Clair County, Missoohi, in 1870 issued bonds in aid of the 
Tebo & Neosho Railway. The prof)osed railroad never was built, and 
the taxpayers repudiated the bonds.' Holders of the gj. cuir 
bonds resorted to the courts over and over again without County, 
avail. The State Supreme Court held the county not ""^^"^ 
liable. The United States Circuit Court, however, on the theory that 
the bondholders were innocent purchasers, ordered a tax levy to pay 
principal and interest. This amounted, at the time of the decision, to 
nearly $900,000, although the issue of bonds was only $200,000.' The 
debt had grown to be about one third of the assessed value of the whole 
county. Members of the County Court persistently refused to make a 
levy. Several members served jail terms for contempt, and one of the 
qualifications for office in the county was a willingness to go to jail 
rather than be a party to the levy.^ All the bonds of this county are still 
in litigation.^ 

LATER PERIOD 

Galveston, Texas, defaulted December i, 1901, in mterest due on 
limited debt bonds of 1881.* The default was due to the great storm of 
September 8, 1900, in which over 7500 persons were lost Galveston, 
and fully as many more left the city to seek employment ^*''** 
elsewhere.'" In the final settlement, there was simply a reduction of 

' Commercial and Financiat Chronicle, vol. ij, p. 341. 

' Ibid., vol. 34, p. 5ig. ' Ibid., vol. 34, p. 591. * Ibid., vol. 33, p. 301. 

' Ibid., vol. 66, p. 8ig and vol. 89, p, isgs- • Ibid. 

' Ibid., vol. 89, p. 1193. 

* State and City Section, CafflnKrcia/onJFinanMiiJCArimielf, Mayjo,igt4,p.ii4. 

• Commercial and Financial Ckronicle, vol. 73, p, 1175. 

'" Stale and City Section, Commrrcial and Financial Ckronide, May 30, 1914, 
p. igs, and Commercial and Financial Chronicle, voL 71, p. 564. 
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interest from 5% to 2^% for a period of five years from December i, 
1901.' This was agreed to willingly by most of the bondholders.' 

MiDDLESBORO, KENTUCKY, was a flourishing town in the early nineties, 
and was the center of what was considered to be a staple iron and steel 
Hiddirsbon}, manufacturing district. An English syndicate was inter- 
Keotucky ested in developing the iron business there, but after many 

years the quality of the ore ran out and this large English plant was 
abandoned. Later, other plants moved away, taking with them a great 
deal of the population. The character of the city changed entirely, and 
it was not long before the new population began to question the debts 
settled on it by the old and to demand a readjustment. Interest was 
defaulted and the matter taken to the courts by bondholders.* The 
United States Circuit Court declared the debt valid and binding. An 
agreement between a bondholders' committee and the dty provided as 
follows: From October i, 1905, interest was reduced from 6% to 4%, 
and a lump sum of $3S,ooo n'as agreed on for overdue interest, judg- 
ments, etc., to be paid in fourteen annual installments of $J000 each, 
beginning on or before December 31, 1907.* 

' ComnuTciat atid Financial ChrtmicU, vol. 74, p, iioi. 

* InfonnatioD remvod from bankers. 

* Commerdai ofid PtHOHciat Chronic, vol. 84, p- 4<H- 



REFERENCES FOR CERTAIN COUNTY AND 

MUNICIPAL DEFAULTS 

Austin, Texas. 
State and City Section, Commercial and Financial Ckronide, May 30, 

1914, p. 193. 
Commercial and Financial Ckronick, vol. 69, p. 91 ; vol. 70, pp. 46 and 
7SS; vol. 71, p. 4S; vol. 73, p. 459; vol. 74, p. 590. 
Birmingham, Alabama. 
State and City Supplement, Commercial and Financial Ckronide, 

April 13, 1901, p. 171. 
Commercial and Financial Chronicle, voL 61, p. 338. 
Cairo, Illinois. 
State and City Supplement, Commercial and Financial Chronicle, 
April 1897, p. 97. 
Dallas Counly, Missouri. 
State and City Su^^lement, Commercial and Financial Chronicle, 

April 29, 1893, p. 113. 
Commercial and Financial Chronicle, vol. 69, p. 1074; vol. 87, p. 1039; 
vol. 90, p. 63; vol. 94, p. 1263; vol. 96, p. 1 241; vol. 98, p. 626. 
Elizabeth, New Jersey. 
Commercial and Financial Chronicle, vol. 28, p. 146; voL 29, pp. 120, 
277, and 563; voL 30, p. 589; vol. 32, pp. 231, 253, 312, and 368; 
vol. 35, p. 602; vol. 37, p. 342; voL 39, p. 581; voL 40, p. 625; voL 
42, p. 93; vol. 46, p. 828; voL 47, p. 50. 
Evansville, Indiana. 
Commercial and Financial Chronicle, voL 41, pp. 494 and 527; voL 43, 
p. 607; vol. 44, p. 33s; vol. 45, p. 112. 
Fori Worth, Texas. 
State and City Section, Commercial and Financial Chronicle, May 30, 

1914, p. 195. 
Commercial cmd Financial Chronicle, vol. 66, p. 775; voL 67, p. 1072; 
voL 69, p. 711; voL 72, p. 100; voL 76, p. 223; vol. 79, p. 1291. 
Galveston, Texas. 
State and City Section, Commercial and Financial Chronicle, 'h/ixy 30, 

1914, p. 195. 
Commercial and Financial Chronicle, voL 71, p. 564; vol. 73, p. 1275; 
vol. 74, p. 1 102. 
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Green County, Kentucky. 
State and City Section, Commercial and Ftnandcl CkromcU, May 

1908, p. 163. 
Commercial and Financial Chronicle, vol. 77, p. 48; vol 78, p. 1234; 
vol. 81, p. 1059; vol. 84, p. 949i vol. 96, p. 1507, 
Macon County, Missouri. 
State and City Section, Commercial and Financial Chronide, Nov. 26, 

1904, p. 2354- 
State and City Section, Commercial and Finanaal CkrorUcle, May, 

1903, p. 134. 
Commercial and Financial Chronicle, vol. 79, p. 135a; vol. 80, p. 179; 
vol 92, p. iigi; vol. 93, p. 548. 
Memphis, Tennessee. 
Investors' Supplement, Commercial and Financial Chronicle, January 

36. 1S78, p. 10; July a8, 1888, p. 10. 
Commercial and Financial Chronicle, vol, 18, p. 526; vol. 25, p. 114; 
vol. 27, p. 678; vol. 28, pp. 121 and 173; vol, 31, p. 328; vol. 3a, 
p. 70; vol. 34, p. 604; vol. 36, p. 221 ; vol. 37, p. 302;vol. 38, p. 509; 
vol. 39, p. 727. 
Middlesboro, Kentucky. 

Commercial and Financial Chronicle, vol. 84, p. 404. 
Mobile, Alabama. 
Investors' Supplement, Commercial and Financial Chronicle, February 
26, 1876, p. iO| May 31, 1879, p. 10; February 25, 1882, p. 11 ; July 
30, 1887, p, 10. 
Commercial and Financial Chronicle, vol. 16, p. 661; vol. 17, p, 19; 
vol. 21, p. 302; vol. 35, p. 382; vol. 28, pp. 224 and 327; voL 39, 
P- 374. 
Mt. Vernon, Indiana. 

Commercial and Financial Chronicle, vol. 29, p. 383. 
Ncttraska City (Otoe County), Nebraska. 
State and City Section, Commercial and Financial Chronicle, May 30, 

1914, p- 131- 
Commercial and Financial Chronicle, vol. 72, p. 302. 
New Orleans, Louisiana. 
Commercial and Financial Chronicle, vol. 17, pp. 228 and 628; vol. 28, 
p. 352; vol. 30, pp. 466, 494, and 650; voL 31, pp. 606-07; vol. 35, 
pp. so and 763; vol. 47, pp. 50 and 170. 
Pittsburg, Pennsylvania. 
Commercial and Financial Chronicle, vol, 13, p. 342; vol. 24, pp. 5:5 
and 591 ; vol. 28, p. 302. 
St. Clair County, Missouri. 
State and City Section, Commercial and Financial CkronicU, May 30, 
1914, p. 124. 
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Commercial and Financial CkronicUf vol. 66^ p. 819; vol. 89, p. 1293. 
SL Josepky Missouri. 
Commercial and Financial CkromcUf voL 33, pp. 135 and 175; voL 25, 

p. 408; voL 28, p. 477; vol. 32, p. 659; vol. 43, p. so. 
Savannahf Georgia. 
Investors' Supplement, Commercial and Financial Chronicle^ January 

26, 1878, p. 13. 
Commercial and Financial CkromcUj vol. 25, pp. 41 and 382; vol. 26, 

pp. 18 and 625; vol. 27, pp. 123, 173, and 568. 
Superior J Wisconsin. 
State and City Supplement, Commercial and Financial Chronicle, 

April 10, 1897, p. no. 
State and City Section, Commercial and Financial Chronicle^ May 28, 

1904, p. 2149. 
Commercial and Financial Ckromde, vol. 73, pp. 801 and 11 24; vol. 74, 

pp. no and 590; voL 78, p. 1569; vol. 79, pp. 2107 and 2807; voL 

93. P- 301. 
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[Copy] 
THE SUPREME COURT 
OF KANSAS 

ToPEKA, Nov. 7, 1914. 
GooDALE & Nash, 
Boston, Mass. 
Dear Sms: — 

Answering yours of the 3rd inst. b^ to advise that the case you refer 
to was the case of Levison vs. Finney, No. 18934, and was never reported 
for the reason that the case never came to a final hearing on the matter 
of levying tax. At the time the application was made for the writ, this 
court held that it had jurisdiction to require the levy to be made and 
give the defendant time to answer raising any question it desired as to 
the validity of the indebtedness; it also restrained the defendant from 
making any levy for the current year, but did not preclude the levy of a 
tax for the purpose indicated, subject to change on order of the court. 

Yours truly, 

D. A. Valentine, 

Clerk Supreme Court. 



RAILROAD LAWS 

LAWS FOBBIDDmC COMBmATION AND CONSOLIDATION 

MassackuseUs: Acts, 1907, chap. 585. 

Minnesota: General Laws, 1907, chap. 395. 

Oklahoma: Constitution of Oklahoma, adopted 1907, art. ix, sees. 8, 9. 

Pennsylvania: Laws of Pennsylvania, 1907, nos. 254 and 281. 

Utah: Laws of Utah, 1907, chap. 93, sec 6. 

LAWS OSD£SING CHANGES IN CONSTRUCTION OF ROAD OR 

ROLLING-STOCK 

Illinois: Laws of Illinois, 1907, p. 476 (safety appliances). 
Indiana: Acts, 1907, chap. 205 (block signals). 

Acts, 1907, chap. 118 (safety appUsuices). 
Kansas: Laws of Kansas, 1905, chap. 346; ibid,^ 1907, chap. 277. 
Michigan: Public Acts, 1907, chap. 312, sees. 13, 34 and 35; ibid.j chap. 

234 (automatic couplers). 
Minnesota: General Laws, 1905, chaps. 208, 280. 

General Laws, 1907, chaps. 54, 202, 276, 333, 396. 
Missouri: Laws of Missouri, 1905, pp. 100, 106, 107. 

Laws of Missouri, 1907, pp. 181, 182 (safety appliances). 
Jf (m/ana; Laws of Montana, 1905, chap. 29; ibid,^ 1907, chap. 59 
(cattle-guards and fences). 
Laws of Montana, 1907, chap. 54 (size of cabooses). 
New York: Laws of New York, 1907, chap. 208, p. 403 (steam-cocks, 

etc, on locomotives). 
North Dakota: Laws of North Dakota, 1907, chaps. 209, 210, 211. 
Ohio: Laws of Ohio, 1906, p. 342, act approved April 16, 1906, sec. 9; 

ibid., pp. 46, 75. 
South Carolina: Acts, 1906, no. 2. 
SotUh Dakota: Session Laws, 1907, chap. 212. 
Texas: Laws of Texas, 1905, chaps. 56 and 133. 
Laws of Texas, 1907, chaps. 32 and 155. 
Virginia: Acts of Assembly, 1906, chaps. 298 and 302. 
Vermont: Laws of Vermont, 1906, no. 118, sees. 18 and 27; nos. 119 and 

120. 
Washington: Lscws of Washington, 1905, chap. 164, sec 10 (spai^- 

aiiesters). / 
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WashingUm: Laws of Wasliington, 1907, chap. 138, and chap. 226, 

sees. 13-14 (safety appliances). 
Wisconsin: Laws of Wisconsin, 1905, chap- 264, sec. 17, chap. 34S. 
Laws of Wisconsin, 1907, chap. 595. 

LAWS SHORTENING H0UK5 OF LABOR 
Cotmecticid: Public Acts, 1907, chap. 34a. 
Indiana: Acts, 1905, chap. 169, sec 674. 

Acts, 1907, chap. 131. 
Iowa: Laws of Iowa, 1907, chap. 163. 
Kansas: Laws of Kansas, 1905, chap. 342. 
Laws of Kansas, 1907, chap. 280. 
Minnesota: General Laws, 1907, chap. 253. 
Missouri: Act approved March 23, 1905. 
Laws of Missouri, 1905, p. iia. 
Montana: t.aws of Montana, 1907, chap. $. 
New York: Laws of New York, 1907, diaps. 523 and 627. 
Nevada: Statutes, 1907, chap. 186. 
North Carolina: Pubhc Laws, 1907, chap. 456. 
Ntirth Dakota: Laws of North Dakota, 1907, chap. 207. 
Oregon: General Laws, 1905, chap. 143. 
South Dakota: Session Laws, 1907, chap. 220. 
Texas: General Laws, 1907, chap. 51. 
Washington: Laws of Washington, 1907, ch^. 20. 
West Virginia: Acts, 1907, ch^. 59. 
Wisconsin: Laws of Wisconsin, 1907, chaps. 575 and 6$$. 

LAWS HELD TNCONSTITtlTlONAL 
Among railroad regulative laws that have been held to be unconsti- 
tutional, the foUowing may be mentioned: — 

Laws of Wisconsin, 1907, chap. 266, p. 402: providing that an upper 
berth in a sleeping-car shall, when unoccupied, be closed at the option 
of the occupant of the lower berth. State r. Redmon, 134 Wis. 89, 114 
N.W. 137. 
Laws of Alabatna, 1907, p. 711 : fixing maximum freight and passenger 
rates on business within the State, and providing that on violation the 
railroad company and its agents should be hable re^>ectively to pen- 
alty and to criminal prosecution, so that a railroad could not test the 
validity of the statute without risk of bankruptcy. Central of Georgia 
Railway Co. etalv. Railroad Commission of Alabama, 161 Fed. Rep. 

Laws of North Dakota, 1907, chap. 199, p. 327: providing for a maximum 
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passenger rate of two and one half cents per xnHe and further providing 
for mileage books at two cents per mile, good for purchaser and such 
adult members of his family as he may designate. This latter provi- 
sion was held invalid as being discriminatory. State v. Great Northern 
Railway Company, 17 N.D. 370, 116 N.W. 89. 

Laws (Washington), 1905, p. 338, sec. 2: arbitrarily fixiog the weight of 
standards for lumber cars at one thousand pounds, and requiring such 
weight to be deducted from the net weight of the lumber on all car- 
loads received for shipment, regardless of the actual weight of such 
standards. State v. Great Northern Railway Company, 43 Wash. 658, 
86 Pac. 1056. 

Acts of Assembly (Virginia), 1906, chap. 256: fixing a marimum rate for 
mileage books not applicable to passenger fares generally. Common- 
wealth V. Atlantic Coast Line Railway Company, 106 Va. 61, 55 S.E. 

572. 

Session Laws (Nebraska), 1905, chap. 105, sees, i and 6: requiring rail- 
road to build switches at request of owner of elevator and providing 
no compensation. Missouri Pacific Railway Company v, Nebraska, 
217 U.S. 196. 

Laws (Illinois), 1907, p. 746: fixing maximum passenger fares so low as 
to involve confiscation. Trust Company of America v. Chicago Pacific 
and St. Louis Railway Company, 199 Fed. Rep. 593. 

Acts (West Virginia), 1907, chap. 41: fi:dng maximum passenger fares so 
low as to be confiscatory. Coal and Coke Railway Company v. Conley 
ei al, 67 W.Va. 129, 67 S.E. 613. 

The above are merely typical examples and by no means a complete 
list of such cases. 
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Accounts, aupervi^on ol publi 

corporation, by state commissions, 133. 

Alabama, debt history of, i3a~T34. 

American investments in fordgn countries, 
70-71- 

American securities held abtoed, 69-70. 

Anglo- French dollar loan, 88-91. 

Argentine Republic, special security for 
certain bonds of, 5. 

Arkansas, debt history of, lo^iio. 

Assessed valuation: for all States, iijia- 
1013, 98, 09; percentage of debt 10 as- 
sessed valuation for all the States, gS, 
99; relation between true value of prop- 
erty and, 98; of counties and incor- 
porated places, 141. 

Assessments: in railroad reorgonixations, 
j86,i88-i9r;in public-service reorgani- 
zations, 346-14S; in industrial reorgani- 
zations, iQO-jgi. 

Assets offsetting national debts, 17-19. 

Atchison, Kansas, attempted bad faith by, 
tSS. 304- 

Atchison, Topeka & Santa Fi Railroad 
Company: causes of failure of, 167; 
summary of reorganization of, 1S7; 
foreclosure price compared with debt 
of, 187; what security-holders received 
in reorganization of. iSS; market value 
of new securities received in reorgatiiza- 
tion of, 193. 

Austria- Hungary: price of Austrian and 
Hungarian bonds igtj, 7; radal origin 
of, 9; outline of history of, 13; popula- 
tion, wealth and debt ot. is~i7i assets 
offsetting national debt of, iS; national 
debt charge compared with national in- 
come, 30; national debt charge com- 
pared with total government expendi- 
ture, Ji;growthinpopu!ationof, 33, 33; 
growth in wealth of, 14-35; increase in 
debt of, 37, 39; debt history ot, 39-40; 
form of government in, 61; character of 
population of, 63; military position ot, 
64; economic position of, 6y, fordgn 



e of, 67, 68; position of, among 
nations, 73; prices of Austrian rentes, 
77; cost of present war to, 76, 78; total 
losses of present war to, up to July 31, 
1913, 79; war loans put out since begin- 
ning of present war up to October 33, 
191S, 8i, 83; war prices of government 
bonds, 91, 93; state-operated railways 
m, 176. 

Bad faith, cases of, 155; attempt at, by 
Atchison, Kansas, 155, 304. 

Baltimore & Ohio Railroad Company: 
causes of failure of, 167; summary of 
reorganization of, 187; what security- 
holders received in reorganization of, 
191 ; market value of new securities re- 
ceived in reorganization of, 193. 

Banking business, ii, 65, 63. 

Banking comrais^ons, 63. 

Bolivia, government loans in default, 59. 

Bond busness in the United States, x. 

Bond investment, framework of, 3. 

Bonding, of industrial coDcems. 357. 

Bonds: investment in, a modem develop- 
ment, ix; as a channel of investment, i; 
what they represent, 3; principal classes 
of investment, 3; the two great markets 
for, 3 ; framework of bond bvestment, 3; 
safety of, 3-4; United States and for- 
eign government, 5-93; state, 94-'39; 
county, municipal, and district, r40- 
161; special assessment, 140; steam- 
railroad, 163-197; pubhc-service cm- 
poration, 198-350; mdustrial, 151-394; 
municipal refunding, 150; first mort- 
gage, 163; consolidated mortgage, 163; 
gwieral mortgage, 163; debenture. 163; 
plain, 163; income, 161; convertible, 
163; equipment, 163-163; collateral 
trust, 163-163; terminal, 163; guaran- 
teed, 163. 

Boston Sliding Scale Act, 306. 

Bulgaria, special security for certain 
bonds of, 5-6. 
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Califoniia: debt hutory of, 11J-113; fa- 
vorable factors afiecCing credit of, 137; 
joint use of fadlitiea by public-service 
corporations b, 316; California Com- 
mission on determining fair value as a 
basis for rates. ]ii; local regulation of 
public-service corporations in, ajs. 

Capitalization : of American and European 
railways compared, iw, gross and net, 
of all railroads, ig7; regulation of pub- 
lic-service, by slate commissions, 330- 
3]a; total, in industrial and railroad 
reorganizations, 389-190. 

Certificates o( public convenience and n-e- 
cesaity, of public-service corporations, 
»Q9, aii-Jij; conditions n^lating is- 



i bonds, 131; of 
icipal, and district bonds. 



J 13. 
Certification: 

county, mi 

157-158. 

Chicago City Railway Company, fran- 
chise of, 106. 
Qucsgo Railways Company, franchise of. 

306. 
Chicago Union Traction Company, re- 

organization of, 341. 343, 144. 146, 24S, 
Circuit Court of Appeals: jurisdiction of, 

in enforcement of Clayton Act. 375; 

appeal from Federal Trade Commission 

to, 373- 
Civilization, changes in leadership of, 9- 



Clayton Anti-Tnist Law: 
the, 367; leading provisions of the, j6&- 
36g; amplifies and supqilements the 
Sherman Anti-Trust Law, ifnj^iyo; b 
r^ard to exports, 370; holding com- 
panies, 370; interlocking directorates, 
371; personal-guilt clause in the, 371; 
machinery o( enforcement of the, 371- 
373; summary of the, 373, 

Cleveland Railway Company, franchise 
of, 306-307. 

Colombia, govenunent loans in default, 
59- 

Combination: (onns of, 158-359; econom- 
ic advantages of, 359-960; disadvan- 
tages of, 360-161: successful and un- 
successful large-scale operation, 361; 
distinction between advantages and 
disadvantages of, and monopoly con tml, 
361: motives for, 3611 advantages of 
corporate form of, 161. 



Commission form of government, r57. 

Commissions: regulation by state, of 
public-service corporations, 107-333; 
modeni public-service, loS, 309, 110- 
313; present state, having jurisdictioD 
over street-railway, gas, electrk-light 
and power or telephone companies, 309, 
3IO-3I1; leading principles of reguU' 
tion of public-'Service corporatioits by 
state, log, 311-133; authority of, over 
rates of public-service corporations,! 18; 
authority of, to approve or disa^qirove 
issue of public-service securities, 330- 
331 1 judicial review ofjdecisions by state 
commisMons, 331-333. 

Competition: railroad, 164-165, 166, 356; 
public-service corporation. 156; govern- 
ing factor in existence of industrial con- 
cerns, 356; saving of the wastes of, 160; 
monopoly control and, 367^ potential 
and effective. 167; unfair methods of, 
171-373, 175-276; three sources of pos- 
sible, in failure of industrial concetiu, 
186, 

Consolidated mortgage bonds, 161. 

Consolidations: attitude of state com- 
misaons toward public-service corpora- 
tion, 313-314; basis on which, are per- 
mitted in various States, 314; purposes 
of industrial promotions and, 3S4. 

Constitutional limitations in regard to 
creation and payment ol state dd)t, 
139-131; of local debt, 143-151. 

Convertible bonds, 161. 

Corporations: various classes of public- 
service, 198; ori^ and development of 
business done by public-service, iq^ 
301; ptnnts of similarity in different 
classes of public-service, 301; rate of 
return on capital invested in public- 
service, 119; broad relation of public- 
service, to the people, 338-339; devdop- 
tncnt of, as a means of carrying oa 
business, 351-353; fluctuating nature of 
business done by industrial, 1^3; net 
earnings ol some leading industrial, 151- 
155; competitive nature ol businev 
done by industrial, 356; importance of 
good management ol industrial, 95^- 
157; question as to wbcther competitive 
industrial, should be bonded. 15;: con- 
ditions which may furnish proper btras 
for bonding of indusltiaJ, 357-138; «d- 




vantages to industrial 
bining in form of, a6j; subject to pub- 
lic coDtrol, 161; suggestion of federal 
incorporation of industrial, 383-184; 
causes of failure in special cases ot in- 
dustrial, 387-188; care taken in bonding 
of industrial, 286-389. 
Costa Rica, goveniment loans in default, 
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Cost of war: to leading nations involved, 
76-77, 78-Bi; comparison of present, 
with that of previous wars, 80. 

County bonds: definition of, 140; means of 
recovery on defaulted, 140; factors gov- 
erning safety of, 140-141, 151-153, 157; 
laws in regard to issue of, in Massachu- 
setts, 143-146; comparison of Massachu- 
setts laws with those of other States in 
regard to issue of, 146-153; purposes of 
issue of, 148-150; issue of, for improper 
or unwise purposes, 149-150; length of 
time which bonds may run, 150-151; 
vote of people to authoriie, 151; pay- 
ment of, by sinking-fund or serial meth- 
od. 151 ; amount and character of popu- 
lation important factors in safety of, 
iSi-iS3; record of, 1S3-IS7. 297-303; 
causes of default in, 154-155, 397-303; 
settlements made with bondholders on 
defaulted, 155-156, 297-3°3; legahty of 
issue and certification as to genuineness, 
157-158; safety of, i6i. 

Credit: of nations shown by prices of thrir 
bonds, 7, 8; bearing of liistorical devel- 
opment on, 15; certain factors deter- 
mining natitmal, 15, 58, 63-71; normal 
conditions vs. the war, 15; most impor- 
tant factor in estimating national, 58; 
considerations in estimating state, 94- 
95, i3i-:3;; summary of factors bear- 
ing on state, 137. 

Creditor nations, 65-70. 

Debenture bonds: definition, 163; reme- 
dies for non-payment of, 163. 

Debt: of leading civilized nations, 15-17; 
percentage of national, to nfiources, 16; 
assets offsetting national, 17-19; bur- 
den of national, 19; comparison of na- 
tional debt charge with national income, 
19, aoi Gompaiison ol national ddit 
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charge with total government expendi- 

changes in oatboal, charges, 19-30; 
debt histories of leading nations, 30-57; 
summary of national, histories, 57-58; 
war, 81-84; debt aUtements of various 
States, 95-97; percentage of net, to a^ 
sessed valuation for all the States, 98, 
99;changesin total of state, 1790-1913, 
98-100, loi; reason for comparative 
freedom ot our States from, 100; impor- 
tance of state history of, 100; debt his- 
tories of all defaulting States. 100-138; 
summary of state debt histories, 138- 
129; provisions for debt-making io state 
constitutions, 129-131; proportion ot 
net, to assessed valuaUon, 141; of coun- 
ries and incorporated places, 141; of ten 
largest cities in the United Stales, 141- 
143; quasi-municipal debt-creating cor- 
porations, 141-143; burden of, on local 
communities, 143-143; constitutional 
and statutory proviaons in regard to 
local, 143-153; comparison of Massa- 
chusetts laws with those of other States 
in regard to local, 146-153; position of 
the legislature in regard to local, 146- 
147; limitations on local, 147-14S; ex- 
ceptions in regard to creation of local, 
147-148; limiting and removing tax 
limit, 148; methods of paying local, 151; 
increase in local, 1890, 1893. and 1913, 
158-1 59; local, 1913, 159; local, in Great 
Britain, France, and Germany, 159; 
proportions between local, state, and 
national, 159; relation of, to assets of 
steam railroads, 163; ratio of, to assets 
of public-service corporations, 303: 
amount of plant and ol quick assets of 
industrial concerns compared with, 358. 

Debt charges: comparison with national 
incomes, 19-30; comparison with total 
government expenditures, 19, 31; 
changes in, 29-30. 

Debt history: of leading nations, 30-57; 
of France, 30-33; Great Britain, 34-39; 
Austria-Hungary, 39-40; United States, 
41-49; Russia, 49-51; Italy, 51-52; 
Germany, 51-55; Japan, 55-57; sum- 
mary of national, 57-58; government 
loans in default, 5S, 59; importance of 
state, too; of all defaulting States, toi>- 
128; of Pennsylvania, 103; Maryland, 
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t0]-iO4', Indiana, 104-105; Illinois, 
105-106; Michigan, 106-107; Florida, 
107-108; Mississippi, loS-iog; Aikan- 
su, 109-110; Miditesou, tio-iii; 
Texas, iii-iu; California, 111-113; 
Virginia, 114-117; West Virginia, 117- 
118; North Carolina, 118-119; South 
Carolina, 115-111; Georgia, iit-iai; 
Alabama, iJi-114; Tennessee, 114-1J5; 
Louisiana, 135-117; Missouri, 117-118; 
otNewVork, I j8; Ohio. 138; Massachu- 
setts, 118; summary of state, 138-129. 

Dditor nations, 65-70. 

Default: collection of govenunent bonds 
in, 6; nations in default in 1S74, 57; 
loans of independent govenunents in, 
between 1877 ajid 1Q13, 58, 59; roUec- 
tion of state bonds in. 94; three periods 
of, of state bonds, loo-ug; first period 
of, of state bonds, too, 103-110; second 
period of. of state bonds, 100, iio-iij; 
third period ol. of sUte bonds, ioo~ia: ; 
113-138; means of recovery on county, 
municipal, and district bonds b, 140; 
causes of, in county, municipal, and dis- 
trict bonds, 154-155; settlements made 
with bondholders on defaulted county, 
municipal, and district bonds, 155-156, 
197-303; remedies for collection of rail- 
road bonds in, 163; railroad bonds in, 
165. 

Dq>recjation: general rule tor treatment 
of, in estimating fair value, 334-315; 

stances, 335; summary of. question. 
335-336; United States Supreme Court 

District bonds: definition, >4o; means of 
recovery on defaulted, 140; factors gav- 
cffiing safety of , i4(>-:4i, 151-153, 157; 
laws in regard to issue ol, in Massa- 
chusetts, 143-146 ;comparisoQ'of Massa- 
chusetts laws with those of other States 
in regard to issue of, 146-151; purposes 
of issue of, 148-150; issue of, for itn- 
pn^r or unwise purposes, 149-150; 
length ol time whtdi bonds may run, 
150-151; vote of people to authorise, 
■ St; payment of, by sinking-fund or 
serial method. 151; amount and char- 
acter of population important factors in 
safety of, 15^153; record of, i5i-iS7i 
csuxi of default in, 154-155; aettle- 



ments made with bondholders on de- 
faulted, 155-156; legality of issue tad 
certification as to genuineneu, 157-158; 
safety of, 161. 

District Courts, jurisdiction of, in enforce- 
ment of the FederaJ Trade Comroisuon 
Law, 375, 

Domestic commerce of the United States, 
66. 

Earnings: railroad, 169-170.339; stability 
of gross, of public-service corporations, 
139; net, of public-service corporations, 
140; net, of mdustrial concerns, 351- 
356, 308-309. 

Economic position, of oatiops, 64HS5. 

Ecuador, govenunent loans in default, 59. 

Electric light and power, origin and devel- 
opment of, industry. 300-301. 

Electric railways, origin and development 
of, 199-300. 

Elisabeth, New Jersey, default by, 154, 
156, 397,301. 



Equipment bonds, 161-163. 

Expenditure: debt charge compared with 
government, 19, ai; government, ne- 
cessity for reduced, after the war, 85-S6. 

Failures: of railroads, 165-168; of public- 
service corporations, 340-348; of indus- 
trial concerns, 185-388. 

Fair value of property, 319, 330, 3i». 

Federal licensing or incorporation of rail- 
roads, 173-173; of industrial corpoca- 
tions. 183-184. 

Federal Trade Commisaon: make-up of, 
373; power of , to prevent unfair methods 
of competition, 373-375; appeal to de- 
cision of Circuit Court of Appeals from, 
373; other powers and duties of the, 
>73-37S; compariaoa of, with Inter- 
state Commerce Commisnoo, 376-377; 
comparison of certain functions ol, 
with the action of a master in chancety, 
377; general powers and functions of 
the, 377-378; relation between the, and 
the Department of Justice, 378; pub- 
licity features. 178-379; policy of the, 
as outlined by Chairman Davies, 379; in 
a podtim to doEonstructivc wodc. 17^ 




sSo; precedents and acatogies for the, 
2S0; new Federal Trade Commission 
Law substitutes regulation by, for ref- 
lation by lawsuit, 2S0. 

Federal Trade Commis^on Lan: enact- 
ment o! the, 367-368, 272; leading pro- 
visions of tlic, 271-375; publicity 
features of the, 378-279; criticisms of 
the, 281-282. 

Financial stability depends on the people, 
13^. 139. 153- 

First -mortgage bonds: definition of, 162; 
remedies for non-payment of, 163. 

Fixed charges: in railroad reorganiiiations, 
186; in public-service reorganizations, 
247-34S1 in industrial reorgEuiizations, 

Florida, debt history of, 107-108. 

Foreclosure price, in railroad reorganiw- 
tions, 1S7. igi; relation between, and 
value of railroad property, 187, 192; b 
public-service reorganizations, 241, 243, 
246; in industrial reorganizations, igo. 

Foreign commerce of leading nations, 66- 



Foreign or colonial investments: of Great 
Britain, 65, 68-6(), 70, 88-89, 0°; of 
France, 65, 70, 73, 88-89, 9°; "f Ger- 
many, 70; of the United States, 70-71. 

Foreign remittances, 68, 6q. 

France: early government borrowing in, 
ix; early local loans in, i; government 
bonds of , 5 i prices of French rentes, ig 13, 
7; racial origin of. g; outline of Ustory 
of, lo-ii; population, wealth, and debt 
of, 15-17; assets offsetting national debt 
of, 18; national debt charge compared 
with national income, 19, 10; national 
debt charge compared with total gov- 
ernment expenditure, ig, 21; growth 
b population of, 21, 33, 33; growth b 
wealth of, 14, 25, 36; increase in nationa] 
bcome of, 36; bcrease in debt of, 27, 29; 
debt history of, 30-33; form of govern- 
ment in, 60; character of population of, 
63; military position of, 64; economic 
position of, 65; foreign commerce of, 67, 
68; foreign bvestments of, 65, 70, 71, 
88-89, V, position of, among nations, 
72; prices of French rentes, 74, 75, 76, 
77; cost of present war to, 76, 78; total 
losses of present war to July 31, 1915, 
79; war loans put out sbce b^innbg of 



present war up to October 33, 1915, Sa, 
83; war prices of French bonds, 91-93; 
Anglo-French dollar loan, 88-91; state 
operated railways b, 174, 176; regula- 
don of fiulways b, 177-178. 

Franchises: description of public-service 
corporation, 304; burdensome restric- 
tions b public-service corporation, 304- 
105; length of public- service corpora- 
tion, 305; revocable licenses or mdeter- 
minate permits, 205; consent of local 
authorities to bstallation of property, 
305; difficulties in bringmg about solu- 
tion of franchise question, 205 ; best kind 
of, 305-306; of Chicago City Railways 
and Chicago Railways. 306; of Cleve- 
land Railway, 206-207; bteresring 
franchise arrangements, 306-107; pnl>- 
lic-service corporation, said to east to 
enable bankers to seU bonds, 2ij; fran- 
chise value, 338-339. 

Freights, 68, 6g, 70. 

Funds: bvestment of, difficult, i; when 
they should be bvested. 1. SceSbking 

Galveston, Tratas, default by, 155, 1Q9- 
300, 301. 

Gas bdustry, origb and development of, 
199, 200. 

General mortgage bonds: definition of, 
162; remedies for non-payment of, 163. 

Georgia, debt history of, 121-121. 

Germany: government bonds of. j; prices 
of German bonds, rgij, 7; racial origin 
of, 9; outlme of history of, 11-13; pop- 
ulation, wealth, and debt of, 15-17; 
assets offsetting national debt of, 17* 
iS; national debt charge compared with 
national bcome, ao; national debt 
charge compared with total govern- 
ment expenditure, ii; growth b popu- 
lation of. 32, 23; growth b wealth of, 
34, 15, 26; bcrease m national income 
of, 36; bcrease in debt of, 27, 29; debt 
history of, 53-55; form of government 
in, 61-63; character of population of, 
63; military position of. 64, 73; eco- 
nomic position of, 65 ; foreign commerce 
of, 67, 68; foreign bvestments of, 70; 
position of. among nations, 72-73; 
prices of Prussian consols, 1880-1913, 
77; coat of present war lo, 76, 78, 79; 
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total losses of present wu up to July 31, 
11)15, 79'' ^^ loans put out dnce be- 
gianing of present war up to October 
»3. 191S1 8j. 8j; war piices of German 
bonds, Qi, 91; statc-openited lailways 
m, 174, 175-176; munidpal ownership 
and operation of ptiblic utilities in, 135, 
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Going concem value, 

OovcrmDcnt: early, loans, ix; eariy, bor- 
rowing b France, England, and the 
United States, ii-i; Conns of, of leading 
nations, 58, 60-63; commiraion form of, 
'S7- 

Govemment bonds : description of, 5: how 
payable, 5; of United States, Great 
Britain, France, and Gennany, 5; ^le- 
dalsecuiityfor some, 5-6; no method o[ 
collecting defaulted, 6; can be issued for 
any purpose, 6; prices of, 1913, 7; in de- 
fault, 58, 5g; prices of British consols 
and French rentes, 74-75; prices of lead- 
ing, iS73-igiJ, 74., 76, 77; proper at- 
titude of American investors toward 
foreigo, 87-88; war prices of, gi-93; 
sunmiaiy of factors entering into values 
and prices of, 93. 

Government ownership of railroads: r73- 
176; two forms of, 173; cttent of, r74; 
argumenls in (avor of, r74-r75; argu- 
ments against, 175; results of, 175-176. 

Great Britain and Ireland: government 
bonds of, 5; price of British consols, 
1913, 7; radol origin of, 9; development 
of, 10; population, wealth, and debt of, 
15-17; assets offsetting national debt 
of, 17; national debt charge compared 
with national income, 10; national delit 
charge compared with total government 
expenditure, ii; growth in population 
of, jo-ii, ai, 23; growth in wealth of, 
*3> '5i ^i increase in national income 
of, 36; increase in debt of, 27, ig; debt 
history of, 34-39; form of government 
in, 60; character of peculation ol. 63; 
militajy position of, 64; economic por- 
tion of, 65; foreign commerceof, 6;, 68; 
colonial and foreign investments of, 
65, 6S-^, 70, 8S-39, Qo; position of, 
among nations, 7 2; prices of British con- 
mU, 74, 75, 76, 77; cost of present war 
to, 76, 7S;totallMsesof preacDtwarup 
to July 31, 1915, 79; war loam put out 



since be^nning of war up to October 13, 
iQiS, Si-82; war prices of British bonds, 
91, gi; Anglo-French dollar loan, 88- 
91; regulation of railways in, 177; muni- 
cipal ownership and operation of public 
utilities in, 235, 136. 

Greece: spedol security for certain bonds 
of, 6;govermnent loans in default, iS;7, 
S9- 

Gross earnings: of railroads, 165, 139; of 
public-service corporations, 339. 

Guatemala, government loans in default, 
59- 

Historical development: United Statu, 
10; Great Britain, to; France, lo-ti; 
Germany, ii-n; Italy, iJ-13; Austn&- 
Hungaiy, 13; Russia, rj- 14; Japan, 14- 
15; bearing of, on credit, 15. 

Holding companies: public service, 19S; 
industrial, 268-269, 170. 

Honduras, govenunent loans in default, 

59- 

Hudson River Electric Power Company, 

reorganization of, 143, 245-146, 14S. 
Hungary. See Austria-Hungary. 

Qliiuns, debt history of, 105-106; favor- 
able factors affecting credit of, 137. 

Income: riational, 19, 30, 16; of iailro4da, 
170. 

Income bonds, 162. 

Incorporation, federal: of railroads, )7f- 
173; of industrial concerns, j83-)a4. 

Indiana: debt history of, 104-105; fran- 
chises in, 305. 

Industrial bonds: definition of, 251; de- 
velopment of the issue ol, 251-251; 
most important (actor in safety of, 356- 
357; should be issued in serial form or 
have ■'"'"'"g fund, 258; necessary to 
oonrider eadi issue of , 399;ejiampkso( 
strong, 393-^3; prices of leading, 1914, 
393-394; cfiect of European war oD,i^; 
care required in selection of, for invest- 
ment, 394. 

Industrial c on c ern s: origin and develop- 
ment of, 251-353; fluctuating nature of 
bu^ess done by, 251; net e a rn i ngs of 
■ome leading, 353-356. 30S-309; ctmi- 
petittve nature of busines done by, 156; 
importance of good management o(, 
356-257; question as to whether com- 
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petitive, should be bonded, ajy; condi- 
tions which iDiiy Eumish proper basis 
for bonding of, 957; plant and quick 
assets compared viith debt of, 35S; rela- 
tion of great, to the public, 258; com- 
bination of, 258-255; origin of the 
"trust" question, asgjlarge-scale opera- 
tion and monopoly control by, 361,384- 
»&y, Sherman Anti-Trust Law, i6j- 
J67; Clayton Anti-Trust Law, 167-272; 
suggestion of federal incorporation of, 
j83-iS4; failureof earnings tomeetesti- 
maCes, 28;; various degrees of failure of, 
185 ; leading business causes of fulureof , 
385 ; proportion between tangible assets 
and totai capitalization, 2S5; sour 
pos^blc competition, 286; direct 
of failure of many, 286; causes of failure 
of certain large, 186, 287-288; bonding 
of, 3S6-iSg; general conditions neces- 
sary to success of, " 
of, 189-291; total capitatizatit 
organizations of, 289-290; fised charges 
in reorganizations of, 190; treatment of 
bondholders in reorganizations of, 290; 
table showing sacrifices made by bond- 
holders in certain reorganisations of, 
291; sunmiary of reorganizations of , 192. 

Interborough Rapid Transit Company 
agreement, 207; made effective only 
through pubUC'ServicecommisMon, 207. 

Interest on foreign capital, 68, 69, 70, go. 

Interstate Commerce Commission: estab- 
lishment of, 168; increase in powers of, 
168-169; unable to handle problem of 
railway regulaUon, 17S; federal valua- 
tion of all railroads under auspices of, 
181; comparison of Federal Trade Com- 
mission witii the, 276-277. 

Investment: in bonds a modem develop- 
ment, in; of funds difficult, i; leading 
channels of, i; three principal kinds of, 
i; funds should be invested when re- 
cdved, t; framework of bond, 3; muni- 
cipal bonds among safest mediums of, 
161; selection of industrial bonds for, 
requires great care, 294. 

Investments: colonial and foreign, of 
Great Britain, 65, 68-6g, 70, 88-89, 90; 
of France, 65, 70, 72, 8S-89, 90; of Ger- 
many, 7o;of the United States, 70-71. 

Invisible trade balance, 68-71; colonial 
and fordgn investments of natioDS, 6A- 
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71; interest, tourist expenditures, re- 
mittances to friends, freights, 69; 
American securities held abroad, 6^ 
70; lending countries, 70. 

Issue of securities: conflict of authority in 
approval of, by railroads, t;o; federal 
supervision of the, by railroads, r7g- 
iSo; authority of commissions to ap- 
prove or disapprove, 330-232; in New 
York State, 330-231; wisdom of com- 
mission control of the, 231-33*; pub- 
licity method of control of the, 231. 

Italy: price of Italian bonds, 1913, 7; 
radal origin of, 9; outline of history of, 
13-13; population, wealth, and debt of, 
15-17; assets offsetting national debt 
of, 18; national debt charge of, 20; na- 
tional debt charge compared with total 
government expenditure, 31; growth in 
population of, 22, 23; gro\nh in wealth 
of, 34, 35; increase in debt of, 27, 39; 
debt history of, 51-52; form of govern- 
meat in, 60-61; military position of , 64} 
economic podUon of, 65; foreign com- 
merce of, 67, 68; position o(, among na- 
tions, 73; prices of Italian rentes, 77; 
war loans put out by, ^ce beginning of 
present war up to October 33, 1915, 8j, 
83; wai prices of Italian bonds, 91, 91; 
state-i^KTated railways in, T76; muni- 
cipal ownership and operation of puUic 
utilities in, 236. 

Japan: special security for certain bonds 
of, s; prices of Japanese bonds, IQIJ, 7; 
radal origin of, 9; outline of histary of, 
14-15; population, wealth, and debt o£, 
15-17; assets offsetting national debt of, 
tS; nadonal debt charge of, 20; national 
debt charge compared with total gov- 
ernment expenditure, 19, 31; growtli in 
population of, 23; increase in debt of, 
27, 29; debt history of, 55-57; form of 
government in, 62-63; character of pop- 
ulation of, 63; military position of, 64; 
economic position of, 65; foreign com- 
merce of, 67, 68; podtion of, among na- 
tions, 73; prices of Japanese bonds 
1903-1912, 77; war prices of Japanese 
bonds, 91; state-operated railways in, 
176. 

Judicial review, of public-service coio- 
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Laws: constitutional, in regard to state 
debts, iiQ-iji; Massachusetts, in re- 
gard to creatioD and payment of local 
debt, 143-146; comparison of Massa- 
chusetts, with those of other States in 
regard to local debt, 146-151; Sherman 
Anti-Tnist Law, z6j-i67; Clayton 
Anti-Trust Law, jCt-)?!; Federal 
Trade Commisaon Law, iC/j-idS, a? 2- 
»8j; railroad, 30S-307. 

Legally of issue: of state bonds, 131; of 
municipal bonds, 157-158. 

Lengthof time to run: of state bonds, tjt; 
of county, munidpai, and district bonds, 

Libcria, government loans in default, sg. 

Literacy: of nations, 63; by Stales, 135- 
136. 

Loaningcredit: of States. 131; of counties, 
municipalities, and districts. 149-150^. 

Local debt: early, in France and the 
United States, x; proportions between 
county, dty and school district, 159; in 
J0i3> ISO; Ptoportions between national, 
state and, 159. 

Los Angeles, local regulation of public- 
service corporations in, J33. 

Louisiana, debt history of, 135-117. 

Market for bonds. 3. 

Maryland, debt history of, 103-104, 

Massachusetts: debt record of, 12S; stat- 
utory provisions in r^ard to local debt 
in, 143-146; comparison of Massachu- 
setts laws with those of other States in 
regard to creation of local debt, 146- 
151; limiting debt and remoi-ing tax 
limit in, 148 ; purposes for which county, 
municipal, and district bonds are issued 
in, 144-146, 148-149; length of time 
which municipal bonds may run in, 144- 
146, 150; method of paying local debt 
in, 151; street-railway, gas and electric- 
light franchises in, 205; early state com- 
missions in, J08; municipal ownership 
and operation in, 234. 

Memphis, Tennessee, defaults by, isSi 
156, 297-a98, 301. 

Metropolitan Street Railway Company, 
New York, reorganization of, 246-24,8. 

Mexico: special security for certain bonds, 
6; government loans in default. 58, 59. 

Michigan, debt history of, 106-107. 



Michigan Telephone Company, reorgani- 
zation of, 241-141, 246, 248. 

Middlesboro, Kentucky, default by, 154, 
300. 30*. 

Military position of nations, 64. 

Minnesota, debt history of, iio-iii; de- 
Mismanagement ol local finances, 157. 

Mis^ssippi, debt history of, 108-10Q. 

Missouri, debt history of, 127-iiS. 

Monopoly:recogmtionof. in cases of pub- 
lic-service corporations, 102, 103-204, 
309. 

Monopoly control: combination and, 261; 
competition and, 367; capitalization of, 
267. 285, 287, 288; machinery for pre- 
venting, 1S2-3S3; certain cipeticDCtS 
in, 384-38S. 

Mortgage; rral-estate, 2; first, bonds, 163, 
163; consolidated, bonds, 163; general, 
bonds, 162. 

Munidpai bonds; definition of, 140; 
means of recovery on defaulted, 140; 
certain factors governing salety of ,140- 
141, iS^iS3i '57; laws in r^ard to it- 
sue of, in Massachusetts, 143-146; com- 
parison of Massachusetts laws with 
those of other States in regard to issue 
of. 146-152; purposes ol issue of, 144- 
146, 148-149; issue of, (or unproper or 
unwise purposes, 149-150; length of 
time which bonds may run, 144-146, 
150-151; vote of people to aulhoriae, 
151; payment of, by sinking fund or 
serial method, 1511 amount and char- 
acter of population important facton 
in safety of, 133-153; leading munid- 
pai securities in the United States, 
153; record oi, iS3-'S7; cause* of 
default in, ii4-iSS. 'ITioj; cam td 
bad faith with, 155; setticmcnts made 
with bondholders on defaulted, 155- 
'56. 297-303; mismanagement of local 
finances, 157; commission form of gfrr- 
emmenl, 157; legality oi issue and certi- 
fication as to genuineness, iS7-is8; In- 
crease in issue of. 158-159; increasiiig 
issue of, to acquire public utilities, 159; 
prices of. 1901-1912, 160; war pticei 
of, i6o-t6t; safety of, 161. 

M unidpal ownership and c^nttion : possi- 
ble munidpai purchase of public utili- 
ties, 1S9. JM-aiSr »34: " " 
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setts, J34; in other States, a34-*3S; "^ 
Europe, 335-236; wisdom of, in the 
United States, 236. 

National income: compared with debt 
charge, ig, ao; grovrtb in, of leading 
naUons, 26. 

Nations: no legal remedy agunst default- 
ing, 6; can borrow for any purpose, 6; 
ladal origin of the leading modem, 9 ; 
changes in leadership among, 9-10; 
growth in population of, 20-23; growth 
in wealth of, 23-36; growth in income of, 
26; growth in debts of, 26-2g; forms of 
government of various, sS, 60-63; char- 
acter of population of, 63 ; military poa- 
tion of, 64; economic position of, 64-65; 
trade position of, 66; foreign commerce 
of, 66-68; invisible trade balance, 68- 
71; lending, 70; Qtuation of the leading, 
71-73; reduced expenditures necessary 
for national solvency, S5-S6; status of, 
after the war, 86-87. 

Net earnings: of railroads, 169-170, 240; 
of public-service corporations, 140; and 
recdvershifis of railroads, gas and elec- 
tric companies and industrials, 240; of 
industrial concerns, 240; in 1903 and 
>904i 353; '907 and 1908, 334; I9t36l'd 
'OU, 'SS; of industrial concerns for 
three periods, 308-309. 

New Hampshire, statement by Public- 
Service Commisaon, of proper treat- 
ment of depreciation in estimating 
value OS a basis for rates, 225-226. 

New York State: debt record of, 
favorable factors affecting credit of, 
136-137; baas on which public-ser- 
vice consoUdations are permitted 
S14; regulation of issue 
of public-service corporations in, 330- 
231. 

North Carolina, debt history of, 118- 
119. 

Northern Pacific Railroad Company: 
causes of failure of, 167; suamary of 
reorganization of, 187; what security- 
holders recdvcd in reorganization of, 
190; relation between foreclosure price 
and debt of, 1S7, 192; market value of 
new securities recdved in reorganiza- 
tion of, 193. 

Notes, ihoR term, 163. 
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Ohio, debt record of, laS. 

Operation: possible government, of rail- 
roads in the United States, 173-175; re- 
sults of state, of railways in Europe, 
175-176; municipal, of public-service 
coiporatbns in Massachusetts, 234; 
municipal ownership and, of public- 
service corporations elsewhere in the 
United States, 334-135; municipal 
ownership and, of public-service cor- 
porations b Europe, 335-236; munici- 
pal, of public utilities and govern- 
ment, of railroads, 236; possible ad- 
vantages and disadvantages of large- 
scale, of industrial concerns, 259-261; 
successful and unsuccessful large-scale, 
of industrial concerns, 261; certain ex- 
periences in large-scale, 284-285. 

Original cost method in estimating value 
a ba^ for rates, 2 20. 

Overhead charges, allowance for, in esti- 
mating value as a basis for rates, aifr- 
227. 

Ownership: government, of railroads, 173- 
175; two forms of government, of rail- 
roads, 173; extent of government, ot 
railroads, 174; arguments in favor of 
government, of railroads, 174-175; ar- 
gumentji against government, 175; re- 
sults of state operation in Europe, 175- 
176; regulation vi. government, 177; 
municipal, of public-service corpora- 
tions in Massachusetts, 234; municipal, 
of public-service coqjorations elsewhere 
in the United States, 234-535! munici- 
pal, of public-service corporations in 
Europe, 135-236; municipal, of public 
utilities more feasible but less necessary 
than govemmeot ownership of railroads, 
336] government, of telephone lines, 
237-238; government, of water-power 
developments, 23S. 

Paraguay, government loans in default, 

S9- 
Peace, possible baas of, 84-85. 
Pennsylvania, debt history of, 103. 
Peru, government loans in default, 59. 
Pittsburg, Pennsylvania, defaults by, 154, 

156, 2g8-2(J9, 302. 
'Plain" bonds, 169. 
Population: of leading nations, 15-16; 

growth in, of leading natioDS, ao-aj; 
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chancier of, importsot la estimating 
natioDal credit. 6j; amount and increase 
of, by States, iQoo-igio, ija, 133,; 
color of. byStatea, 1900-1910. 131, 134; 
literacy of, in tlie United States, 13s, 
136; an important consideration in 
safety of local debt, 151-153; amount 
and character of, important factors in 
estimating safety of public-service cof' 
poration bonds, »oi-i03. 

Prices : of government bonds. 7, 74-76. 77, 
91-93; of state bonds, 137-139; "' ""1°'- 
cipal bonds, 160- t6t; of railroad bonds, 
196; of public-service corporation 
bonds, 198-199,150; of industrial bonds, 
'93-294- 

Promotions: corporate, and tcorganizA- 
tions, 3S4', purposes of industrial, and 
consolidations, 384. 

Public: relation of laiboads to the, 169- 
170; relation of public-service corpora- 
dons to the, 304, 138-139; rebtion of 
telephone companies to the, 137-13S; 
relation of water-power developments 
to the. 33S; relation of industrial con- 
cerns to the, 35S; corporations subject 
to control of the, 261. 

Public properties: value of state. 9S; value 
of local, 15S. 

Public-serxice commisabos: tetculation of 
railroads by State, 169; establishment 
of early. «oS; establishment of modern, 
KtS; present, having jurisdiction over 
street railway, gas, electric tight and 
power and telephone companies, no- 

Public-service corporations : issue of muni- 
cipal bonds to acquire public utilities, 
I49i '59i origin and development of 
busness done by. 199-101; points of 
similarity in different classes of. 303; 
monopolistic character oC. io3'904; 
franchises of. 304-107; regulation by 
state commisdons of, 307-108; present 
state cnmmis^ns having juriMlictioa 
over, 109, :io-zi I; leading principles of 
state r^jubtion of , 109, 3i3-i3>;r*cog-- 
n of monopoly principle, aog; cer- 
tificates of public convenience and ne^ 
cessity, 109. 111-113; consolidations of, 
113-114; possible municipal purchase 
of, 114-115; valuation of, as a basis tor , 
rates, iiif-iyi; state sj. local regulation ' 




of, 133; Uniform Utilities Bill, 133; 
municipal ownership of, 134-136; broad 
relation of, to the people. 138-139; 
stability of gross earnings of, 139; net 
earnings and receiverships of, 140; re- 
ceiverships and reorganizations of. 140- 
14S; summary of situation of, 14S; finan- 
cial plan of, should be broad, Bexible, 
and firm. 149-150. 

I^lblic-^e^v{ce corporation bonds: princi- 
pal classes of, 198; prices of some lead- 
ing. 198-199; dzc and character of com- 
munity served an important factor in 
safety ol. 101-103: ratio of debt to a»- 
sels of, 103; how regulation by state 
commissions afiects safety of, 108; ex- 
amples of strong, 148-149; prices of, 
15a; war prices of, 150; final test of, 150. 

Purpose of issue: of government bonds, 6; 
of state bonds, 94, iJ9-r3i; should be 
of a strictly public ctiaiacter, 119, 148- 
149; of county, municipal, and district 
bonds. 144-149; unwise or improper 
purposes, 149-150. 

Quasi-munidpal corporations, 141. 

Racial origin of leading modeni nations, g. 

Railroad bonds; definition of, 161; various 
kinds of, 161; payable fmm ptuperty or 
earnings. 163; certain factors governing 
safety of, 163, 195; remedies for non- 
payment of, 163; a popular medium of 
investment, 164; conditions to be oon- 
sidercd before investing b, 164-165; de- 
faults on, 165; etamples of strong, 195- 
196; prices of, 196; war prices of, 196. 

Railroads: beginning and growth of. 164; 
growth in mileage of, 164, 166; competi- 
tion of, 165, 356; gross income of, 165, 
139; subject to conflicting regulation, 
165; cost of financing and operating, 
165; recdverships and reorganizations 
of. 165-166; leading causts of railroad 
troubles. 166; diCQculties of, since 1893- 
q8, 166, 16S; failures of various, 166, 
167; summary of causes of railroad 
troubles, 168; establishment of Inter- 
state Commerce Commission, 16S; In- 
crease in powers of the commiasioD, 
168-169; regulation of, by slate legisU- 
tures and public-service commisaJonSi 
ib&-ib9; rdatioii of, to the public. 




i69-i70i arbitratioD oC wages on, 170; 
regulation by Slates o[ issues of securi- 
ties, 17a; possible exclusive contro! of, 
by Federal Government, lyo; Minne- 
sota rate cases, 170-172; Shtevepon 
rate cases, 171; comparison of Minni;- 
sola and Shreveport caaea, 1 7 : ; federal 
licensing or mcorporation of interstate, 
173-175; government ownership of, 173- 
175; govenmicnt ownership and opera- 
tion of, in Europe, 17-18, 175-176; 
regulation of, 177-180; r^ulalion of. in 
Great Britain and Ireland, 177; regula- 
tion of, b France, 177-178; regulation 
of, in Europe, 178; outline for exclusive 
federal regulation of all, in the United 
States, 178-180; supervision of securi- 
ties of, 179-iSo, 131; regulation of, rates, 
179-181 ; rates should be reasonable and 
compensatory, 180; bases of rate-mak- 
ing,ti8o; limits of high and low railroad 
rates and ideal rate, 180-181; federal 
valuation of, 1S1-183; valuations of, 
made by certain States, 1S3, 1S4; possi- 
ble result of federal valuation of, 183; 
suggested railroad reforms, r83, 185; 
objects of proper regulation of, 185; two 
periods of reorganizations of, 185-186; 
reorganization of Atchison, Topeka 81 
Santa ¥6 Railroad Company, 187, 188, 
193; Union Pacific Railway Company, 
1S7, 1&9, 193; Northern Padfic Rail- 
road Company, 187, 190, iga, 193; 
Baltimore & Ohio Railroad Company, 
187, iQi, 1Q3; relation between fore- 
closure price and value of property, 187, 
191; rights of minority bondholders 
in foreclosure, 191; capitalization of 
American and European, compared, 
194; passenger rates of American and 
European, compared, 194-195; freight 
rates of American and European, com- 
pared, 194-195; comparison of efficiency 
of American and European, 194-195; 
magnitude of raHioad industry, 196- 
197; gross and net capitalization of all, 
197; importance of service performed 
by American, 197; should be subject 
to federal regulation, 197; laws, 303- 
307. 

Railways, origin and development of 
street and electric, 199-aoo. 

Rate-making; bases of railroad, in the 




United States, 180; principles of, for 
public-service corporations, 318. 

Rates: regulation of railroad, 179-1S1 ; rail- 
road, should be reasonable and compen- 
satory, 180; bases of railroad rate-mak- 
ing, 180; limits of high and low railroad, 
and ideal rate, 180-181; comparison of 
American and European passenger, 194- 
19s; comparison of American and Eu- 
ropean freight, 194-195; railroads are 
entitled to fair, 197; regulation of pub- 
lic-service corporation, by state commis- 
sions, 115; interrelationship of service 
and, of public-service corporations, 117; 
authority of commissions over, of pub- 
tic-service corporations, 3iS; bases of, 
tor public-service coiporations, 218- 
319; fair return on fair value of prop- 
erty, 219; rate of return tor public-ser- 
vice corporations, 219; variable rate of 
return, 219; valuation of public-service 
corporations as a basis for, 320-230; 
summary of valuation as a basis for, 
329-330. 

Real estate: advantages and disadvan- 
tages of, as an investment, a; mort- 
gages, I. 

Receiverships: railroad, 165-16S, 240; 
public-service, 240; indusEria]. 340; net 
earnings and, o( railroads, gas and elec- 
tric companies and industrials, 240. 

Reforms, suggested railroad, 183, 185. 

Refunding bonds, 150. 

Regulation: railroad, by Interstate Com- 
merce Commission, 168-169; railroad, 
by state legislatures and public-service 
commissions, 169; state, of issues of new 
railroad securities, 170; of American rail- 
roads by Federal Government alone, 
170; government ownershiprj., 177; rail- 
way, in Great Britain and Ireland, 177; 
of railways in France, 177-178; of rail- 
ways in Europe, 178; outline for exclu- 
sive federal, of all interstate railroads, 
178-180; of raibxiad rates, i79-i8i;rail- 
roads should be subject to federal, 197; 
of public-service corporations by state 
commissions, 207-208; leading princi- 
ples of state, of public-service corpora- 
tions, 209, 213-133; principal sources of 
material used in discussing state, of 
public-service corporations, 209; of rates 
and service by state ci 



of service, 3is-ai71 "f iMes, 318-J30; 
fair return on fait v&lue of property, 
iiQl rate of return, iig; fair value oF 
property, 110; of capitalization of pub- 
lic-scn-ice corporations by state com- 
misaiotis, ijo-331; supervision of ac- 
counts and ordering of reports of public- 
service corporations, 231; stalew. local, 
of public-service corporations, 133; of 
telephone lines by Federal Government, 
337-338; of water-power cotnpanies, 
338. 

K«organiiBtions: railroad, i8S'ig4', two 
periods of railroad, 1S5-186; general 
lunimary of two periods of railroad, 1S6; 
uaesamenls in railroad, 1S6, i8S-iqi; 
Hrlicr ntilroad. less cBective than later, 
iSC; Auhison, Topcka & Santa Ft Rail- 
road, 187, 18S, 103; Union Pacific Rail- 
way, 18;, 1S9, igj; Northern Pacific 
Railroad, 187, 19a, 193, 193; Baltimore 
ft Ohio Railroad, 1S7. igi , 193; (actors 
deteimininf; apportionment of new se- 
curities in railroad, 193; market value of 
Mcurilics received in certain railroad, 
i0»-t94; public-service, 340-34S; Mich- 
Igoii Tel^hone Company, 341-14], 146, 
94S1 Chicago Union Traction Company, 
>4l, >4J, >44i >46. 34S; Hudson River 
Electric Power Company, 343, 345, 146, 
148; MetropdilanStreet-Railway Com- 
pany, 146-14S; summary of four public- 
service, 346, 348; corporate promotions 
and, 384; industrial. 1S9-393; aim of in- 
dustrial, lit); total c^talization in rail- 
road, 389-390; total capitalization in 
industrial, 389-290; fixed charges in in- 
dusliial, 390; treatment of bondhold era 
in industrial, 190; sacrifices made by 
tiondholdcr^ in certain industrial, 390- 
392; summary of industrial, 291. 

Replacement, cost of. theory, 330. 

Reports : ordering of, of public-service cor- 
porations by state commisaons, 333; 
may be asked by Federal Trade Com- 
1. 374. 377- 

Reproduction new, cost of. theory, 220. 

Repudiation, attitude of the people to- 
ward, 128-139. 156. 

Ruiiia: prices of Rusdan bonds. 1913, 7: 

■"n of, 9; outline of hbtory of, 

1^14; population, wealth, and debt of, 

15-17; aMcts offsetting national dd>tolj 




18; national debt charge compared with 
national income, 20; national debt 
charge compared with total govcnunent 
expenditure, 31; growth in population 
of, 22, 13; growth in wealth of, 25; in- 
crease in debt o[, 37, 29; debt history 
of, 49-51; form of government in, 6a; 
character of population of , 63; mililaiy 
position of, 64; ecoDocnic position of, 
65; foreign commerce of, 67, 68; posi- 
tion of, among nations, 73; prices of 
Russian Iwnds, 1873-1912, 77; cost of 
present war to, 76, 78; total losses of 
present war up to July 31, 191s. 79; 
war loans put out since b^inning of 
present war up to October 33, 1915, 
Si, By. war prices ot Rusuan govern- 
ment bonds, Qi, 93. 

St. Clair County, Missouri, default by, 
1S4, 156. »9<). 301. 

Santo Domingo, govenunent loans b de- 
fault, 59. 

Securities: American, held abroad, 69-70, 
90; of colonial and foreign countries 
held by Great Britain. 65, 6S-69, 70, 
8B-Sg, go; foreign and coboial, held by 
France, 65, 70, 73, 88, 89, 90; loreign 
and colonial, held by Germany, 70; 
foreign, held in the United States, 70- 
71; supervision ot railroad, 179-180; 
approval of public-ser\'ice, 130-333; 
wisdom of commisMon control of the 
issue of public-service, 331-333; pub- 
licity method of control of issue of, 133. 

Service: regulation of, by state commis- 
sions, 315; three leading elements of, 
315; safety of, 315-116; extent of, 316; 
joint use of facilities by public-sardcc 
cotporalions, 316; character ol. ai6- 
317; other principles in regulation of, 
317; regulation of, should be efficient 
and Sexible, 217; interrelationship of, 
and rates, 317; cost of, as a basis for 

Sherman Anti-Trust Law: enactment of, 
361-16$; leading provisions of the, 363; 
enforcement of the, 363; early interpre- 
tation by the United Slates Supreme 
Court oi the. 364-365; early mterpreta- 
lion a departure from common law, 
364-365; later inteiprctation by the 
Suprane Couit ol tbe, in the StMtdud 




Oil and American Tobacco cases, 365- 
3G71 grounds of decisioDS in Slaadord 
Oil and Tobacco cases, 165-366; evi- 
dence on which decisions were based, 
366; decisions in Standard Oil and To- 
bacco cases brought to a, workable 
basis, 266-367) >^ regard to exports, 

3JO. 

Short-term notes, 163. 

Short-term paper, i. 

Shreveport rate cases, ded^onsiu, 171. 

Sinking funds: national, of France, 31,31; 
national, ot Great Britain, 34, 35, 37, 
3S; national, of the United States, 44, 
46; of Russia, so; of Germany, 55; of 
Japan, 56; municipal, 151; industrial. 

South Carolina, debt history of, ttg-iii. 

Spetda] assessment bonds, 140. 

State bonds: description of, 94; purpose of 
bsue of, 94, lag-rst; collection of de- 
faulted, 041 factors determining safety 
of, 94-9S, 137; certification of, 131; 
vote of people to authorize, tji ; length 
of time to run, 131; examples of general 
considerations governing safely of, 136- 
137; prices of, i873-igi», 137-138; war 
prices of, 138-135; most important fac- 
tor determining safety of. 139. 

States; early borrowing by our, x; debt 
statements of various, 9S-Q7; percent- 
age of net debt to assessed valuation for 
all, 9S, 99; changes in total debts oi all, 
98-100, 101 ; debt histories of all default- 
ing, loo-uB; constitutional restricUons 
on debt making of, ii9-i3[; amount 
and mcrease of popukiion by, 133-133; 
population by color by, 133, 134; liter- 
acy by, 135-136; regulation by, of is- 
sues of new r^lroad securities, 170. 

Statutory limitations in regard to creation 
and payment o( local debt, 143-151. 

Stocks: as a channel of ' 



■eot, : 



sal, 3 



Supreme Court of the United States; on 
valuation as a basis for rates, 331-333, 
313, 334. 916; on valuing land, 333; on 
pavement over mains, 334; on depreda- 
tion, 3j6;interprelBUon of the Sherman 
Anti-Trust Law by the, 364-367, 373; 
appeal to the, in enfotcement of Clayton 
Act, 373; in enforcement of Federal 
Trade CommlssioD Act, 373. 



>EX 3Z3 

Tax limits, 148. 

Telephone: origin and development of the, 
industry, 301-303; relation of, com- 
panies to the public, 337-138; report of 
Postmaster- General of the United 
States on telegraph and telephone lines, 
337; owner^p or regulation by Federal 
Government of, lines, 137-138. 

Tennessee, debt history of, 114-135. 

Terminal bonds, 163. 

Texas, debt history of, 111-112; favorable 
factors afiecting credit of, 137. 

Tourist expenditures, 68, 69, 70, 88. 

Trade position of nations, 66-71. 

Trust legislation: Sherman AnU-Trust 
Law, 261-367; Clayton Anti-Trust Law, 
367-373; Federal Trade Commission 
Law, 367-168, 371-281; existing anti-, 
283. 



Ttirkey, government loons in default, 59. 

Uniform Utilities Bill, 333. 
Union Pacific Railway Company : cause ot 
failure of, 167; relation between tore- 
closure price and debt, i87;summaryof 
reorganization of, 187; what security- 
holders received in reorganijation of, 
i8g; market value of new securities re- 
ceived in reorganization of, 193. 
United States: early government borrow- 
ing in the, x; early state and local loans 
inthe.x; development of the bond busi- 
ness in the, x; government bonds of 
the, 5; prices of bonds of the, 1913, 7; 
racial origin of the, 9; development ot 
the, lo; population, wea!th, and debt of 
the, T5-17; assets offsetting national 
debt of the, 17; national debt charge 
compared with national income, 19, 10; 
national debt charge compared with 
total government expenditure, tg, 11; 
growth in population of the, 31, 23; 
growth in wealth of the, 24, 35, 36; in- 
crease in national income of the, 36; in- 
crease in debt oi the, 37, 39; debt historr 
of the,4i-49; form of government in the, 
58, 60; character of population of the, 
63; military position of the, 64; eco- 
nomic position of the. 65; domestic com- 
merce of the, 66; foreign commerce of 
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the, 67, 68; payments by the, to settle 
foreign trade, 69; American securiliea 
held abroad, 69-70, 90; foreign invest- 
ments of the, 70-71; position of tie, 
among nations, 71; prices of bonds, 76, 
77; war prices oC bonds, 93. 
Uruguay, government loans in default, 
59- 

Valuation: assessed, for all States, ig: 
1915, gS, 99; relation between I: 
value of property and assessed, 9S; 
seased, of counties and inaarporaled 
places, 141; assessed, and net debt of 
local cominuniliea, 141; fcdetnl, of rail- 
nnds, 181-183; (aaors to be conadercd 
in federal, of railways, iSi; not conclu- 
uvc in maluDg rates, iSl; benefits 
be derived from, of railroads according 
to Mr. Prouty, 182; summary ot tail- 
way, iSz-i83;railroad, made by certain 
States, 1S3, 184; possible result oi fed- 
eral, 183; of public-service corporations 
as a basis (or rates, 130-330; leading 
theories of, as a ba^ for rates, 310; 
ori^al cost theory, aao; coat of repro- 
duction theory, 220; cost of replace- 
ment theory. 230; best rnoden practice 
favors considering all elements in de- 
termining fair value as a basb for rates, 
iit-iji; United States Suprone Court 
on, as a ba^ lor rates, 331-233; 
methods of treatment of certain de> 
tails ot, J12-223; land, 223; United 
States Supreme Court on valuing land, 
313; preseut vs. unit prices, 323-324; 
pavement over mains, 214; United 
States Supreme Court on pavement 
over mains, 234; treatment of deprecia- 
tion, 314-316; United States Supreme 
Court on depredation, 336; overhead 
charges, 336-327; development expense 



or going concern value, 227-228; good- 
will, 327; franchise value, 228-329; sum- 
mary of, as a basis for rates, 139-330. 
Value; fait, of property, 319, 110; allow- 
ance for overhead charges in estimating, 
236-337; going concern, or develop- 
ment expense, 217-338; franchise, 338- 

Vcnezuela, government loans in default, 

59- _ 
Vifginia, debt history of, 114-117, 
Vote of people: to authorize state bonds, 

131; to authorize county, municipa], 

and district bonds, 151, 
Voting trusts, 193. 

War: estimateddirectcost of present war, 
7^77. 78-79, 80-81; comparison with 
cost of previous wars, 80; total losses of 
present, to date, 79-^, 81; loans, St- 
84; possible basis of peace, 84-85; ne- 
cessity of reduced expenditures, S5-86; 
sUtus of nations after the, 86-87. 

War prices: of government bonds, 91-93; 
state bonds, 138-139; tnunicipal bonds, 
i6o-i6:; railroad bonds, ig6; public- 
service corporation bonds, 350; indus- 
trial bonds, 394. 

Water companies, 198. 

Water-power developments, relalion of, to 
the public, 338. 

Wealth: estimsted.of leading nations, 15- 
7; growth in,of leading nations, 33-26, 

West Virginia, debt history of, 117-118. 

Wisconsin: franchises in, 205; basis on 
which public-service consolidationB are 
permitted in. 314; regulation of service 
by. Commission, 115; Commission on 
deiermimng (air value as a basis for 
rates, 331; amount allowed by, Commis- 
son for overhead choiges in estimating 
fair value, 137. 
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